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PREFACE 

The  subject  of  credit  for  fanners  has  become  one  of 
the  leading  economic  topics  in  the  United  States  and 
Canada.  It  has  grown  to  its  present  importance  largely 
through  legislative  experiments  and  practical  experience 
within  the  past  ten  years.  The  federal  governments  of 
these  two  countries  have  taken  part  to  a  greater  or  less 
extent  in  providing  systems  of  land  mortgage  and  per¬ 
sonal  credit  for  farmers.  Many  of  the  American  states 
and  nearly  all  the  Canadian  provinces  have  undertaken 
the  same  enterprise.  The  aim  of  this  book  has  been  to 
set  forth  briefly  the  principal  features  and  the  practical 
results  of  all  these  legislative  efforts. 

While  every  effort  has  been  made  to  extend  facilities 
to  farmers  for  obtaining  credit,  the  debt  side  of  the 
subject  has  not  received  the  consideration  it  really  de¬ 
serves.  The  significance  of  credit  to  farmers  lies  in  the 
fact  that  they,  as  borrowers,  promise  to  pay  back  the 
credit  with  interest  at  a  given  time  and  pledge  their 
properties  as  security  for  their  debts.  Therefore,  so  far 
as  the  welfare  of  farmers  as  debtors  is  concerned,  the 
terms  and  conditions  under  which  credit  is  advanced  are 
vitally  important  to  them.  The  payment  of  interest 
constitutes  a  drain  on  the  income  so  long  as  the  credit  is 
continued,  and  ability  or  inability  to  pay  the  debts  at 
maturity  may  mean  future  prosperity  or  bankruptcy. 
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In  abstracting  the  respective  laws  of  the  states,  prov¬ 
inces,  and  federal  governments,  as  well  as  in  presenting 
data  on  agricultural  loans  made  by  other  than  govern¬ 
mental  agencies,  the  aim  has  been  to  state  only  the 
essential  principles  of  credit  as  they  are  likely  to  affect 
the  welfare  of  farmers  and  rural  communities.  In  the 
light  of  social  progress,  there  can  be  no  object  in  rural 
credits  legislation  unless  it  tends  to  improve  the  home 
life  of  individual  farmers,  who,  by  necessity  or  choice, 
make  use  of  credit  and  which  thereby  raises  the  standard 
of  rural-life  conditions  in  general.  Consequently,  three 
main  points  have  always  been  held  in  view:  namely,  (1) 
the  terms  of  procuring  and  continuing  credit  as  mea¬ 
sured  in  interest  rates  and  commission  charges;  (2)  the 
conditions  of  credit  as  particularly  evidenced  in  the 
period  of  time  that  loans  may  run;  and  (3)  the  results 
of  credit  as  they  affect  the  welfare  of  individual  farmers, 
rural  communities,  and  the  general  public. 

In  procuring  the  various  laws,  information  from 
money-lending  agencies,  and  the  results  of  agricultural 
credit  from  both  private  and  public  sources,  my  inquiries 
were  always  willingly  answered  and  the  latest  available 
data  freely  placed  at  my  disposal.  The  chief  sources  of 
information  are  noted  in  the  bibliography  at  the  end  of 
the  text. 

So  far  as  the  material  relating  to  Canada  is  concerned, 
I  am  particularly  indebted  to  Hon.  T.  K.  Doherty,  com¬ 
missioner  in  charge  of  the  International  Institute  Branch 
of  the  Department  of  Agriculture  at  Ottawa,  and  to 
Prof.  W.  T.  Jackman  of  the  University  of  Toronto,  both 
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of  whom  not  only  supplied  me  with  valuable  publica¬ 
tions  dealing  with  the  rural  credits  situation  in  Canada, 
but  also  took  great  pains  to  put  me  in  communication 
with  many  public  and  corporation  officials  in  the  respec¬ 
tive  provinces  from  whom  much  reliable  and  valuable 
information  was  obtained. 

I  take  the  opportunity  at  this  time  and  in  this  manner 
of  expressing  my  thanks  to  all  those  who  supplied  me 
with  the  laws  and  information  which  alone  made  pos¬ 
sible  the  preparation  of  this  book  on  the  agricultural 
credit  situation  in  the  United  States  and  the  Dominion 
of  Canada. 

James  B.  Morman. 

Washington,  D.  C., 

February  14,  1924. 


CONTENTS 


PART  I 

FARM  MORTGAGE  CREDIT  IN  THE  UNITED  STATES 
AND  CANADA 


CHAPTER  PAGE 

I.  The  Aims  of  American  Rural  Credits  ...  1 

Earlier  efforts  to  organize  farm  credits. 

Agriculture  and  the  World  War. 

The  agricultural  crisis. 

Renewed  legislative  interest. 

Agriculture  a  basic  industry. 

II.  Relation  of  Land  to  Farm  Mortgage  Credit  .  12 

Financial  effects  of  landowning. 

Farm  capital  and  its  differentiation. 

Farm  credit  and  national  welfare. 

The  deterioration  of  capital. 

The  basis  of  interest. 

Land  prices  in  the  United  States. 

Prices  of  farms  in  Canada. 

III.  Land  Prices  and  Farm  Mortgage  Debt  ...  25 
The  significance  of  land. 

Land  prices  versus  interest  rates. 

Paying  for  a  farm  from  its  production. 

Effect  on  a  farmer’s  income. 

Farm  tenancy  and  absentee  landlordism. 


xi 


Xll 


Contents 


PAGE 


CHAPTER 

IV.  Extent  of  Farm  Mortgage  Credit  Facilities 
Loans  by  life  insurance  companies. 

Insurance  credit  during  the  crisis. 
Establishment  of  land  banks. 

Loans  by  the  land  banks. 

V.  Recent  Increase  in  Farm  Mortgage  Debt 
Census  statistics  of  1920. 

Refunding  personal  with  mortgage  loans. 
Increase  of  debt  on  moderate-priced  farms. 
Increase  of  debt  on  high-priced  farms. 
Estimates  of  mortgage  debt. 

Repayment  of  mortgage  indebtedness. 

VI.  The  Federal  System  of  Farm  Mortgage^Credit 

Federal  land  banks. 

National  farm  loan  associations. 

Federal  cooperative  mortgage  credit. 

Federal  individual  mortgage  credit. 

Individual  versus  cooperative  loans. 

Source  and  extent  of  funds. 

VII.  Benefits  of  the  Federal  Farm  Loan  System  . 

Improvement  in  mortgage  conditions. 
Equalization  of  interest  rates. 

Reduction  of  interest  rates. 

The  cause  of  lower  interest  rates. 

Commissions  on  mortgage  loans. 

VIII.  The  Costs  of  a  Farm  Mortgage  Loan 
The  cost  of  appraisal. 

Farm  loan  association  fees. 

Loss  of  dividends  on  stock. 

The  cost  of  abstracts  of  title. 

Charges  for  determination  of  title. 

Actual  saving  to  farmers. 

Farm  debt  and  community  welfare. 


.  40 


.  55 


.  75 


.  98 


.  117 


Contents 


CHAPTER 

IX.  The  Extent  and  Limitations  of  Amortization 
Reduction  in  interest  payments. 

The  extent  of  amortization. 

The  limitations  of  amortization. 
Delinquencies  on  amortized  loans. 

The  burden  of  amortization. 

Summary  of  results. 

X.  Government  Aid  for  Farm  Mortgage  Credit 

A  subject  of  national  importance. 

No  dividends  on  government  stock. 
Retirement  of  government  stock. 

The  cost  of  stock  investment. 

Purchase  of  federal  land  bank  bonds. 
Comparison  of  profit  and  loss. 

Cost  of  the  Farm  Loan  Bureau. 

XI.  State  Systems  of  Farm  Mortgage  Credit 

Arizona. 

Colorado. 

Idaho. 

Maine. 

Minnesota. 

Montana. 

North  Dakota. 

Oklahoma. 

Oregon. 

South  Dakota. 

Utah. 

Wyoming. 

XII.  Various  Systems  of  Farm  Mortgage  Credit  . 

California’s  system  of  farm  credits. 

State  systems  for  ex-service  men. 

Supervision  of  farm  mortgage  companies. 
Mortgage  credit  for  Jewish  farmers. 


xiii 

PAGE 

.  140 


.  161 


.  181 


.  211 


XIV 


Contents 


CHAPTER  t-Aua 

Conditions  and  extent  of  loans. 

Jewish  influence  on  the  federal  system. 

Comparison  and  comment. 

XIII.  Farm  Mortgage  Credit  in  Canada  ....  239 

Early  conditions  of  mortgage  credit. 

Efforts  to  improve  credit  facilities. 

The  western  provinces. 

The  eastern  provinces. 

Public  and  private  farm  mortgage  credit. 


PART  II 

SHORT-TIME  AND  INTERMEDIATE  CREDIT  IN  THE 
UNITED  STATES  AND  CANADA 

XIV.  Availability  of  Short-Time  Credit  for  Farmers  .  287 

Definition  of  terms. 

Extent  of  bank  credit. 

Extent  of  store  credit. 

The  cry  for  more  credit. 

XV.  Tee  Cost  of  Short-Time  Farm  Loans  .  .  .  300 

Bank  rates  on  short-time  loans. 

Rates  of  cattle-loan  companies. 

The  cost  of  store  credit. 

The  cost  of  unsecured  loans. 

Short-time  versus  long-time  debt. 

XVI.  Cooperative  Short-Time  Credit  for  Farmers  .  313 

The  origin  of  cooperation. 

Principles  of  credit  unions. 

Rural  credit  unions. 

The  limitations  of  credit  unions. 


Contents 


xv 


CHAPTER  PAGE 

XVII.  Agricultural  Loans  Under  the  Federal  Reserve 

Act . 326 

Relation  of  credit  to  marketing. 

The  basis  of  discountable  loans. 

Method  of  discounting  eligible  paper. 

Extension  of  the  discount  privilege. 

Bankers’  acceptances. 

Other  facilities  for  agricultural  loans. 

XVIII.  Government  Systems  of  Short-Time  Loans  for 

Farmers . 341 

Loans  in  drought-stricken  areas. 

The  War  Finance  Corporation. 

Intermediate  credit  institutions. 

XIX.  Short-Time  Credit  for  Farmers  in  Canada  .  .  357 

The  Dominion  government. 

The  western  provinces. 

The  eastern  provinces. 

XX.  Rural  Credits  and  National  Welfare  •  .  .  381 

Rural  credits  and  the  land. 

Rural  credits  and  the  farmer. 

Rural  credits  and  the  nation. 

Rural  credits  and  politics. 

Bibliography . 395 

Index  . 401 


PART  I 


FARM  MORTGAGE  CREDIT  IN  THE 
UNITED  STATES  AND  CANADA 


CHAPTER  I 


THE  AIMS  OF  AMERICAN  RURAL  CREDITS 

More  than  ten  years  have  passed  since  the  subject 
of  rural  credits  was  seriously  agitated  in  the  United 
States  and  Canada. 

In  April,  1912,  at  a  convention  held  at  Nashville, 
Tennessee,  the  Southern  Commercial  Congress,  an  organ¬ 
ization  of  business  men  having  for  its  object  the  promo¬ 
tion  of  agriculture,  trade,  and  commerce  in  the  southern 
states,  authorized  the  appointment  of  a  national  com¬ 
mission  to  visit  various  countries  in  Europe  for  the 
purpose  of  studying  systems  of  rural  credits  and  of 
agricultural  cooperation.  This  was  known  as  the  Ameri¬ 
can  Commission.  It  was  composed  of  nearly  seventy 
delegates  representing  twenty-nine  states  of  the  United 
States  and  of  seven  delegates  from  four  provinces  of 
Canada. 

In  the  year  1913,  at  the  beginning  of  President  Wilson’s 
first  administration,  Congress  authorized  the  appoint¬ 
ment  of  another  commission  composed  of  seven  members 
representing  the  Senate,  the  House  of  Representatives, 
and  the  general  public.  This  was  known  as  the  United 
States  Commission.  It  was  authorized  to  cooperate  with 
the  American  Commission  in  its  investigations  of  rural 
credits  and  agricultural  cooperation,  to  make  a  report 
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thereon,  and  to  recommend  a  plan  for  financing  farmers 
in  the  United  States.  These  two  commissions  sailed 
from  New  York  on  April  26,  1913,  and  arrived  there 
on  the  return  trip  on  July  25th,  after  having  made  their 
investigations  in  Europe. 

The  report  made  by  these  two  commissions  was  issued 
in  November,  1913,  as  Senate  Document  214,  63rd  Con¬ 
gress,  1st  session.  It  contained  a  vast  fund  of  informa¬ 
tion  on  rural  credits  and  agricultural  cooperation  in 
Europe.  This  report  was  eagerly  studied  by  legislators 
with  a  view  of  formulating  systems  of  rural  credits 
adapted  to  American  agricultural  conditions,  and  it  has 
served  as  the  basis  of  those  state  and  federal  systems  of 
farm  loans  which  have  developed  in  the  United  States 
and  Canada  during  the  past  ten  years. 

EARLIER  EFFORTS  TO  ORGANIZE  FARM  CREDITS 

It  must  not  be  assumed,  however,  that  the  farmers  of 
North  America  had  been  without  credit  facilities  prior 
to  the  European  investigations  made  in  1913.  The  agri¬ 
cultural  industry  has  always  been  financed  to  a  certain 
extent.  But  with  the  increase  of  population  and  the 
gradual  preemption  of  free  government  lands,  credit 
conditions  changed.  Farmers  generally  borrowed  as 
individuals  on  their  lands  and  chattels,  making  the  best 
terms  they  could  with  banks  and  other  lenders  of  money. 
Studies  in  other  countries  showed  the  advantages  of 
cooperative  credit  for  farmers.  As  agriculture  became 
more  and  more  a  commercial  industry,  the  credit  needs 
of  farmers  increased-  They  were  recognized  as  business 
men  engaged  in  an  industry  of  great  national  impor- 
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tance.  This  was  the  real  foundation  of  their  credit  needs. 
As  business  men  they  required  the  same  credit  facilities 
as  were  accorded  to  men  engaged  in  trade  and  commerce. 
But  prior  to  1913  neither  the  states  nor  ,the  federal  gov¬ 
ernments  of  the  United  States  and  Canada  took  any 
great  interest  in  promoting  better  credit  facilities  for 
farmers.  The  individual  farmer  was  left  to  borrow  under 
the  best  conditions  he  could  command. 

Early  attempts  were  also  made  to  organize  cooperative 
credit  among  farmers.  In  1732,  nearly  two  hundred 
years  ago,  sixty-one  farmers  in  Connecticut  organized 
a  cooperative  credit  society  for  trade  and  commerce. 
They  subscribed  for  stock  and  paid  for  it  by  giving  their 
promissory  notes  which  were  secured  by  mortgages  on 
their  farms.  But  the  only  borrowers  from  this  society 
were  its  stockholders  who  held  complete  control  over 
its  management.  This  effort,  however,  was  soon  discon¬ 
tinued  because  of  the  opposition  of  the  colonial  govern¬ 
ment  to  the  society. 

During  the  history  of  the  United  States  a  few  attempts 
have  also  been  made  to  establish  by  legislative  action 
state  rural  credit  systems.  These  attempts,  however,  did 
not  prove  successful,  partly  owing  to  the  lack  of  interest 
by  the  farmers  themselves  and  partly  because  of  the 
imperfections  of  the  earlier  state  systems.  Nevertheless, 
these  efforts  were  not  altogether  fruitless.  The  subject 
of  a  satisfactory  method  of  financing  agriculture  was 
thereby  kept  alive.  Individuals  here  and  there,  who 
were  interested  in  increasing  rural  credit  facilities,  sought 
to  develop  cooperative  credit  among  farmers  in  the 
United  States  by  discussing,  through  the  agricultural 
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press  and  otherwise,  what  had  been  accomplished  in 
European  countries.  They  felt  that  American  farmers 
were  not  adequately  financed  for  their  own  good,  for 
the  proper  development  of  agriculture,  and  for  the  general 
welfare  of  the  country. 

AGRICULTURE  AND  THE  WORLD  WAR 

The  combined  result  of  these  efforts  was  a  renewal  of 
interest  in  the  subject  of  rural  credits  during  the  first 
decade  of  the  present  century-  The  second  decade  began 
with  agitation  on  the  subject,  and  shortly  thereafter  the 
European  investigations  on  rural  credits  and  agricultural 
cooperation  were  instituted.  The  needs  of  an  expanding 
industrial  and  commercial  nation  became  the  lodestone 
which  attracted  public  attention  to  the  importance  of 
agriculture  to  national  welfare.  It  was  felt  that  the 
farmer  must  be  financed  adequately  in  order  to  provide 
for  the  growing  national  needs.  To  promote  general 
prosperity,  the  people  should  have  abundance  of  food, 
clothing,  shoes,  and  other  necessities  of  social  life.  This 
meant  an  increased  production  from  our  farms  of  the 
raw  materials  of  many  manufactures.  Agriculture  prop¬ 
erly  financed  would  keep  the  wheels  of  industry  in  per¬ 
petual  motion.  The  nation’s  needs  were  felt  to  be  the 
real  foundation  of  systematized  rural  credits. 

The  United  States  and  Canada  had  taken  initial  steps 
to  develop  agriculture  on  the  theory  that  it  was  their 
most  important  industry  when  suddenly,  like  a  lightning 
bolt  from  a  clear  sky,  the  civilized  world  became  engulfed 
in  the  greatest  war  in  human  history.  And  yet,  strange 
as  it  may  seem,  it  took  just  such  a  gigantic  catastrophe 
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as  a  world  war  to  awaken  nations  to  a  full  realization 
of  the  importance  of  agriculture  to  national  welfare.  In 
some  countries,  not  long  after  the  war,  famine  began 
to  stalk  abroad;  the  people  were  inadequately  fed  and 
clothed;  disease  spread  a  pall  over  many  lands;  and 
death  from  war,  pestilence,  and  famine  reaped  a  tremen¬ 
dous  harvest.  A  cry  for  food  and  clothing  arose  in  many 
lands.  Bread  became  the  most  precious  thing  in  the 
world. 

In  1917,  when  the  United  States  entered  the  great 
conflict,  the  cry — “Food  will  win  the  war” — became  our 
national  slogan.  But  to  provide  it  more  abundantly,  it 
was  necessary  that  more  land  be  put  under  cultivation; 
that  the  farmer  be  encouraged  to  do  his  best.  This 
meant  more  working  capital  which,  in  many  instances, 
could  only  be  provided  by  the  advancement  of  credit 
to  thousands  of  farmers.  Consequently,  the  credit 
facilities  of  the  country  were  strained  to  the  utmost  to 
aid  the  farmer  in  his  efforts  to  save  civilization  from 
destruction.  For  adequate  agriculture  meant  nothing 
less  than  the  economic  salvation  of  the  allied  nations 
at  war.  Of  that  fact  there  is  not  the  shadow  of  a  doubt. 
Hence  it  took  a  world-wide  calamity  to  bring  the  United 
States  and  many  other  nations  to  a  full  realization  of 
the  great  importance  of  agriculture  in  providing  for 
their  most  pressing  national  requirements  and  in  pro¬ 
moting  social  progress  and  Christian  civilization. 

THE  AGRICULTURAL  CRISIS 

For  the  first  few  years  of  the  great  European  war, 
the  demands  made  on  American  agriculture  were  enor- 
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mous.  Millions  of  men,  particularly  in  European  coun¬ 
tries  had  been  withdrawn  from  the  pursuit  of  agriculture 
to  engage  in  the  destruction  of  life  and  property.  Never¬ 
theless  their  most  pressing  wants,  which  were  food  and 
clothing,  had  to  be  supplied,  and  the  United  States 
became  the  most  important  fountain  source  of  their 
necessary  requirements.  The  nations  at  war  took  all 
our  surplus  cereals,  meat  animals,  cotton,  wool,  and  hides. 
Demand  exceeded  supply.  The  inevitable  economic 
result  was  that  prices  of  farm  products  rose  to  almost 
unprecedented  heights.  This  brought  about  the  greatest 
period  of  agricultural  production  and  prosperity  ever 
experienced  in  this  country. 

The  recent  World  War  ceased  almost  as  suddenly  as  it 
began.  For  a  year  or  two  after  the  armistice  was  signed 
in  November,  1918,  the  allied  nations  in  Europe  were 
able  to  buy  American  farm  products  by  means  of  loans 
made  and  credits  granted  by  banks,  business  men,  and 
the  government.  When  these  funds  and  credits  had  been 
exhausted,  the  buying  powers  of  many  European  coun¬ 
tries  practically  ceased.  Domestic  markets  were  not 
sufficient  to  absorb  all  the  raw  materials  produced. 
Economic  laws  controlling  the  demand  and  supply  of 
wheat,  cattle,  cotton,  wool,  hides,  and  tobacco  brought 
about  the  inevitable  result  of  a  drop  in  prices  because 
of  the  curtailed  demand.  Hence,  in  the  fall  of  1920, 
there  developed  the  greatest  crisis  in  the  history  of 
American  agriculture.  Panic  seemed  to  take  possession 
of  farmers  and  business  men.  Industrial  depression 
reigned  throughout  the  land.  Millions  of  men  were 
thrown  out  of  employment.  Food  and  clothing  became 
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once  more  the  most  necessary  wants  of  persons  at  home 
and  abroad. 

The  crisis  which  fell  on  this  important  national  indus¬ 
try  was  in  a  large  part  the  climax  of  the  great  European 
war,  but  its  financial  effects  were  disastrous  to  American 
farmers.  Thousands  of  them  faced  bankruptcy.  A 
demand  arose  for  greater  credit  facilities  to  tide  the 
farmer  over  the  agricultural  crisis.  The  subject  of  rural 
credits  leaped  to  the  forefront  of  national  topics.  Farm 
finance  became  a  theme  of  paramount  interest.  Never 
before  had  the  United  States  and  Canada  been  so  deeply 
agitated  over  agricultural  conditions  and  their  relation 
to  business  prosperity. 

RENEWED  LEGISLATIVE  INTEREST 

One  of  the  most  striking  results  of  the  agricultural 
crisis  was  a  renewal  of  interest  in  rural  credits  on  the 
part  of  state  and  national  legislators.  Suddenly  both 
personal  and  mortgage  credit  for  farmers  became  the 
most  vital  subject  of  legislative  concern  in  the  United 
States.  All  sorts  of  bills  were  introduced  in  Congress 
with  a  view  of  determining  what  was  the  matter  with 
agriculture  and  how  to  increase  the  farmer’s  credit 
facilities. 

The  chief  aims  of  the  recent  legislative  efforts  were 
to  check  the  further  drop  in  prices  of  farm  products 
and  to  enable  agriculture  to  function  financially  and 
profitably.  These  efforts  were  recognized  to  be  of  a 
temporary  rather  than  of  a  permanent  nature,  whereas 
the  real  aim  of  systemized  rural  credits  is  to  provide  a 
steady  flow  of  capital  into  the  industry  of  agriculture. 
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It  is  now  well  understood  that  prosperity  is  most  pro¬ 
nounced  when  capital  flows  steadily  and  regularly  into 
all  channels  of  trade,  industry  and  commerce,  and  agri¬ 
culture  is  no  exception  to  the  rule. 

However,  there  may  be  such  a  thing  as  a  flood  of  credit 
which  may  overflow  and  swamp  the  borrower  instead  of 
helping  him.  For  there  are  two  sides  to  the  credit 
problem.  The  furnishing  of  credit  also  means  the  obli¬ 
gation  of  a  debt  which  has  to  be  repaid  with  interest. 
The  latter  necessarily  adds  to  a  borrower’s  burdens.  To 
pass  legislation  in  order  to  provide  too  easy  credit  facili¬ 
ties  for  farmers  may  do  more  harm  than  good.  It  is 
possible  that  farmers  have  been  too  easily  supplied  with 
credit  instead  of  the  reverse,  with  the  result  that  they 
may  be  sooner  or  later  overwhelmed  by  the  burden  of 
interest-bearing  debt,  for  credit  and  debt  are  opposite 
sides  of  the  shield.  Both  sides  must  be  examined  in 
order  to  see  the  actual  effects  of  credit  in  operation. 

This  attitude  toward  credit  and  debt  can  not  be  empha¬ 
sized  too  strenuously.  The  latest  Census  statistics  show 
that  farm  mortgage  indebtedness  increased  from  $1,726,- 
172,851  in  1910  to  $4,003,767,192  in  1920;  the  number 
of  farms  mortgaged  from  1,312,034  to  1,461,306;  and  the 
average  farm  debt  increased  from  $1,715  to  $3,356  during 
the  same  decade.  These  are  startling  figures  which 
brought  into  the  limelight  of  publicity  the  results  of  rural 
credits  as  indicated  by  the  Census  returns  of  1920. 

These  figures  have  arrested  the  attention  of  many 
agricultural  economists.  Some  of  them  feel  that  further 
credit  facilities  for  farmers  should  be  advocated  with 
caution.  It  is  well  known  that,  in  some  communities, 
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farmers  have  borrowed  to  their  limit.  What  they  need 
now  is  some  way  of  enabling  them  to  pay  back  what 
they  already  owe.  Enlarged  markets,  increased  produc¬ 
tion,  higher  prices,  cheaper  costs — these  are  equally  as 
important  as  easier  or  increased  credit  facilities.  In 
fact,  the  former  are  the  only  means  whereby  farmers 
will  ever  be  able  to  repay  debts  already  contracted. 

Legislation,  however,  can  not  create  markets  nor 
increase  the  production  of  crops.  It  is  also  doubtful 
whether  legislation  should  attempt  to  regulate  the  costs 
of  farm  supplies  or  the  prices  of  farm  products.  There 
are  many  problems  connected  with  agriculture  besides 
credit,  and  the  agricultural  crisis  of  1920-21  has  brought 
them  to  the  forefront  of  national  problems. 

AGRICULTURE  A  BASIC  INDUSTRY 

The  real  aim,  then,  of  systemized  rural  credits  is  the 
restoration  and  maintenance  of  national  prosperity.  The 
foregoing  plainly  shows  that  the  foundation  of  business 
improvement  in  many  lines  lies  in  the  promotion  of 
agricultural  development- 

Farming  is  as  much  a  business  as  any  other  particular 
industry  and  it  needs  to  be  conducted  on  business  prin¬ 
ciples.  There  can  be  no  prolonged  prosperity  for  the 
farmer  or  for  the  nation  unless  this  is  done.  Agriculture 
is  usually  differentiated  from  other  lines  of  business 
not  because  its  operation  and  success  are  peculiar  to 
itself,  but  because  it  is  a  fundamental  national  industry 
on  which  the  whole  population  depends  for  the  means 
of  subsistence. 

In  addition  to  providing  food  supplies,  one  of  the 
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primary  functions  of  agriculture  is  to  produce  raw  ma¬ 
terials  of  manufactures  rather  than  finished  products. 
The  relation  of  agriculture  to  general  business  is  that 
of  foundation  to  superstructure.  Laying  the  foundation 
is  as  much  a  business  as  any  part  of  economic  life. 
Transportation,  industry,  manufactures,  trade,  and  com- 
merce---these  are  phases  of  national  activities  which 
depend  to  a  greater  or  less  extent  for  their  prosperity 
on  a  profitable  agriculture.  For  the  sake  of  convenience 
alone  agriculture  is  usually  differentiated  from  the 
numerous  other  forms  of  business  which  together  con¬ 
stitute  modern  economic  and  social  life. 

Agriculture  as  an  industry  is  passing  through  the 
greatest  crisis  in  its  history,  for  the  crisis  is  not  yet  over. 
The  business  of  the  farmer  has  been  affected  by  credit 
conditions  at  home  and  by  economic  and  financial  condi¬ 
tions  abroad.  Domestic  and  foreign  markets  have  only 
been  partially  restored,  business  prosperity  is  waiting  for 
improvement  in  agricultural  conditions,  and  the  debts 
with  which  farmers  have  been  burdened  will  sooner  or 
later  have  to  be  paid. 

These  general  conditions  give  rise  to  various  problems 
of  vital  importance  not  only  to  farmers  themselves,  but 
to  industries  which  depend  for  their  prosperity  on  a 
bountiful  supply  of  raw  materials  from  farms  at  reason¬ 
able  prices. 

During  the  past  few  years  methods  of  financing  farm¬ 
ers  have  been  subjected  to  unexpected  and  unprecedented 
strains.  Have  they  stood  the  test?  Have  they  weathered 
the  storm?  To  what  extent  has  credit  been  extended 
to  farmers  and  what  has  been  its  influence  in  the  crisis 
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through  which  agriculture  is  now  passing?  What  has 
been  the  influence  of  rural  credits  in  promoting  agricul¬ 
tural  development?  What  has  been  done  to  put  the 
farmer  on  a  credit  level  with  every  other  kind  of  business 
man?  What  has  been  left  undone  to  provide  a  satisfac¬ 
tory  or  complete  rural  credits  system  in  the  two  great 
agricultural  countries  of  North  America? 

These  and  many  similar  questions  press  for  solution 
at  the  present  time.  Ten  years  have  elapsed  since  serious 
attempts  were  once  more  begun  to  systematize  farm 
finance.  The  aim  of  this  study  is  to  set  forth  the  facts 
regarding  the  entire  rural  credits  situation  as  it  exists 
today  in  the  United  States  and  the  Dominion  of  Canada. 


CHAPTER  II 


RELATION  OF  LAND  TO  FARM  MORTGAGE 

CREDIT 

In  the  introductory  pages  great  national  problems 
relating  to  the  industry  of  agriculture  were  outlined. 
It  is  now  necessary  to  consider  more  particularly  those 
problems  affecting  the  farmer  himself  which  arise  as  a 
result  of  owning  land.  Foremost  among  those  problems 
is  that  of  credit  and  debt — two  aspects  of  a  single 
financial  transaction. 

FINANCIAL  EFFECTS  OF  LANDOWNING 

As  a  result  of  social  organization,  there  are  numerous 
drains  on  a  farmer’s  resources  as  soon  as  he  becomes  a 
landowner.  Not  only  has  a  farmer  to  run  the  risk  of 
crop  and  live-stock  losses  as  a  result  of  the  precarious¬ 
ness  of  his  industry,  but  he  has  to  meet  certain  financial 
outlays  which  organized  society  has  made  necessary  or 
compulsory.  Besides  the  cost  of  keeping  up  a  farm  to 
a  state  of  economic  efficiency,  a  landowner  has  to  pay 
insurance,  taxes,  and  other  expenses.  If  he  happens  to 
have  a  mortgage  on  his  farm,  he  has  to  pay  interest 
annually  or  semi-annually  on  his  indebtedness.  The 
period  a  mortgage  usually  runs  is  from  three  to  five 
years,  at  the  end  of  which  time  the  mortgage  is  sup¬ 
posed  to  be  paid  off.  During  these  years  a  farmer  lives 
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in  dread  of  foreclosure  as  the  term  of  the  mortgage  draws 
near,  unless  he  is  prepared  to  pay  off  his  debt,  which  is 
rarely  the  case  under  present  conditions  of  farming. 

When  a  farmer  can  not  redeem  his  mortgage  at  the 
designated  time,  he  is  often  granted  the  privilege  of  re¬ 
newal.  However,  this  is  also  a  costly  transaction.  For,  if 
a  farm  mortgage  can  be  renewed  for  another  three  or  five 
years,  as  the  case  may  be,  it  is  usually  by  the  payment 
of  a  commission  of  1,  2,  or  more  per  cent  of  the  amount 
of  the  debt.  This  is  in  reality  adding  to  the  burden  of 
interest.  Commission  charges  and  interest  rates  have 
varied  in  different  states,  but  they  have  always  been  high 
enough  to  make  their  payment  by  a  struggling  farmer 
a  real  financial  hardship. 

CAPITAL  AND  CREDIT 

The  use  of  credit  by  a  farmer  is  usually  for  the  pur¬ 
pose  of  buying  land  and  capital  equipment.  In  view  of 
the  high  cost  of  these  factors  of  production,  neither  a 
farm  laborer  nor  a  tenant  farmer  can  readily  earn 
enough  and  save  enough  to  become  a  farm  owner  within 
a  short  time.  In  anticipation  that  rising  from  the  status 
of  farm-hand  or  tenant  farmer  to  that  of  nominal  farm 
owner  is  to  increase  the  opportunity  of  earning  a  larger 
income,  men  are  willing  to  take  advantage  of  credit  and 
to  incur  mortgage  indebtedness.  Credit  is  a  means  to 
this  end. 

Notwithstanding  the  abuse  often  heaped  on  modern 
capitalism  by  men  of  extreme  radical  views,  two  of  the 
greatest  forces  in  the  world  for  promoting  agricultural 
development  are  capital  and  credit.  While  land  and 
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labor  are  natural  means  of  producing  agricultural  forms 
of  wealth,  capital  and  credit  are  socialized  aids  for  in¬ 
creasing  production.  Like  many  other  industries  deal¬ 
ing  with  the  production  of  raw  materials,  agriculture 
demands  large  amounts  of  capital.  It  is  a  business 
offering  undoubted  security,  the  value  of  which  increases 
with  population,  but  this  security  is  not  localized  or 
centralized  as  it  is  in  the  case  of  a  factory  or  industrial 
plant.  Farms  are  usually  large  economic  units,  averag¬ 
ing  in  the  United  States  about  142  acres,  and  farmers 
live  more  or  less  isolated  from  each  other.  Hence,  they 
are  far  removed  from  credit  centers  and  are  not  readily 
able  to  act  collectively  in  bargaining  for  better  credit 
terms  and  conditions.  The  result  has  been  that  farmers 
have  always  been  seriously  handicapped  in  their  busi¬ 
ness  for  proper  credit  facilities  at  reasonable  rates  of 
interest. 

In  order  to  see  clearly  the  present  status  of  farm  in¬ 
debtedness  and  its  relations  to  the  prospective  develop¬ 
ment  of  agriculture,  it  will  be  necessary  to  review  briefly 
the  credit  conditions  affecting  agriculture  past  and  pres¬ 
ent.  In  this  way  the  reader  will  be  able  to  see  what  has 
been  done,  what  has  been  left  undone,  and  what  ought 
to  be  done  to  place  the  agricultural  industry  on  a  firm 
financial  basis  in  the  United  States  and  Canada. 

FARM  CAPITAL  AND  ITS  DIFFERENTIATION 

The  three  factors  in  farm  production  are  land,  labor 
and  capital.  For  the  purpose  of  establishing  proper 
credit  foundations,  farm  capital  is  differentiated  into 
“fixed”  capital  and  “operating”  capital. 
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Fixed  capital  includes  the  land  and  its  improvements. 
By  the  term  “improvements”  is  meant  everything  in  the 
form  of  a  beneficial  structure,  such  as  all  farm  buildings 
and  any  useful  physical  change  which  tends  to  increase 
the  productive  value  of  the  land,  such  as  clearing,  tiling, 
draining,  and  fencing. 

Operating  capital  is  usually  designated  as  “equip¬ 
ment.”  This  consists  of  teams,  implements,  machinery, 
and  other  movable  forms  of  wealth  which  are  used  to 
facilitate  the  operation  of  a  farm. 

The  differentiation  here  indicated  forms  the  basis  of 
the  two  forms  of  credit  required  for  the  proper  operation 
of  a  farm.  The  fixed  capital — including  land,  dwelling 
houses,  barns,  buildings,  and  permanent  improvements — 
is  the  basis  of  long-time  or  land  mortgage  credit.  On 
the  other  hand,  the  equipment  or  operating  capital  is 
usually  the  basis  for  short-time  or  personal  credit,  which 
is  generally  represented  by  an  indorsed  note,  warehouse 
receipt,  or  chattel  mortgage.  Sometimes  the  security  for 
short-time  credit,  especially  when  a  farmer  is  well  known 
to  his  local  banker,  is  represented  by  a  personal  note 
without  indorsement.  Only  an  actual  or  nominal  land¬ 
owning  farmer  can  take  advantage  of  land  mortgage 
credit;  but  both  landowning  and  tenant  farmers  may 
give  personal  notes  or  chattel  mortgages  on  equipment 
as  security  for  short-time  loans. 

For  the  sake  of  clearness,  these  two  forms  of  farm 
credit  will  be  discussed  separately,  Part  I  being  confined 
to  land  mortgage  credit  and  Part  II  to  short-time  and 
intermediate  credit. 
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FARM  CREDIT  AND  NATIONAL  WELFARE 

The  purposes  of  credit  are  precisely  the  same  in  agri¬ 
culture  as  in  any  other  business  or  industry.  By  enlarg¬ 
ing  his  credit,  a  farmer  expects  to  increase  crop  and 
live-stock  production  and  thereby  to  improve  his  finan¬ 
cial  condition.  Under  ordinary  circumstances  these 
results  should  be  realized,  because  by  credit  a  farmer 
can  increase  his  working  capital  by  purchasing  better 
live  stock,  improved  machinery,  and  more  fertilizers. 
He  can  thus  better  maintain  soil  fertility,  perform  more 
efficient  labor,  and  thereby  benefit  himself  and  the  nation 
by  increased  wealth  production.  For  the  development 
of  agriculture,  therefore,  the  value  of  credit  must  be 
recognized  as  it  is  in  any  other  kind  of  business. 

Agriculture,  however,  is  a  unique  industry.  It  pro¬ 
duces  the  raw  materials  for  food,  clothing,  shoes,  and 
articles  of  domestic  use.  These  constitute  the  primary 
needs  of  economic  and  social  life. 

Food  is  undoubtedly  man’s  most  important  physical 
need,  and  agriculture  provides  it  in  abundance.  The 
daily  bread  of  the  race  comes  from  the  soil  and  the 
farmer  is  the  agent  engaged  in  its  production. 

Next  to  food  in  importance  is  clothing  which  needs 
for  its  production  wool  and  cotton.  Thus  the  raw  ma¬ 
terials  of  the  textile  industries  come  directly  and  indi¬ 
rectly  from  the  soil.  And  as  part  of  the  products  of  the 
textile  industries  may  be  added  many  of  the  articles 
which  furnish  the  home — the  center  of  social  life — where 
they  serve  as  luxuries,  comforts,  and  needs.  The  raw 
materials  of  these  manufactured  household  goods  are 
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also  produced  from  the  fields  by  the  labor  of  the  farmer, 
and  they  add  much  to  the  well-being  as  measured  by 
high  standards  of  life. 

These  brief  statements  serve  a  purpose  in  their  rela¬ 
tion  to  mortgage  credit.  They  show  that  the  existence, 
progress,  and  much  of  the  industry  of  society  absolutely 
depend  on  agriculture.  What  promotes  the  welfare  of 
the  farmer  and  his  industry  benefits  mankind;  the 
progress  of  agriculture  and  the  progress  of  civilization 
go  hand  in  hand.  Industries  are  closely  related  and 
dependent  one  on  another,  and  the  raw  materials  for 
many  of  them  are  provided  by  agriculture.  To  promote 
credit  in  order  to  develop  agriculture,  to  increase  soil 
fertility,  and  to  advance  the  efficiency  of  the  farmer  is 
to  lay  the  foundation  of  a  greater  national  prosperity. 
This  the  progressive  nations  of  the  world  are  slowly 
beginning  to  realize. 

THE  DETERIORATION  OF  CAPITAL 

All  these  things  produced  from  the  soil  and  carried 
away  year  after  year  tend  inevitably  to  deterioration 
of  the  land  and  the  instruments  used  in  its  cultivation — 
the  fixed  and  operating  capital  of  agriculture.  Of  all 
forms  of  capital,  those  connected  with  farming  are  espe¬ 
cially  subject  to  deterioration.  The  land  as  basic  capital 
not  only  loses  its  fertility  by  means  of  rains  and  floods 
which  carry  it  away  into  the  sea,  but  crop  production 
and  live-stock  raising  drain  it  more  and  more  unmerci¬ 
fully  as  the  wants  of  population  make  increasing  de¬ 
mands  on  it.  Farm  homes  and  buildings,  being  more 
or  less  exposed  to  the  elements,  need  painting  and  repair- 
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ing  much  more  frequently  than  town  or  city  structures. 

Farm  operating  capital  is  likewise  subject  to  the 
deteriorating  effects  of  the  physical  forces  of  nature  as 
well  as  from  their  customary  uses.  The  life  of  farm 
tools,  implements,  and  machinery  has  been  placed  at 
about  ten  years,  and  work  teams  scarcely  maintain  their 
economic  efficiency  for  any  greater  length  of  time. 
Hence,  farm  capital  of  all  descriptions  has  to  be  con¬ 
tinually  repaired  or  totally  replaced  in  order  to  keep  it 
up  to  that  standard  of  economic  efficiency  for  providing 
an  adequate  income  for  the  farmer  who  uses  operating 
capital. 

On  attempting  to  balance  the  records  of  rural  credit 
and  indebtedness,  it  is  seen  that  the  cost  of  credit  be¬ 
comes  exceedingly  high  when  rates  of  interest  are  added 
to  expenditures  made  necessary  by  capital  deterioration. 
Land  must  be  manured  constantly  with  organic  or  com¬ 
mercial  fertilizers,  farm  homes  and  buildings  must  be 
kept  in  good  condition,  younger  work  stock  must  be 
raised  or  purchased,  and  farm  implements  and  machinery 
have  to  be  repaired  and  sometimes  replaced  before  the 
debt  incurred  for  their  purchase  has  been  repaid.  These 
constant  costs  are  a  drain  on  a  farmer’s  income  and 
they  must  be  met  from  the  earnings  of  labor  and  capital. 

THE  BASIS  OF  INTEREST 

When  a  farmer  borrows  money  for  the  purpose  of 
buying  land  and  capital  equipment,  he  gives  a  mortgage 
on  the  farm  at  an  agreed  rate  of  interest.  Throughout 
the  United  States  and  Canada  interest  has  become  a 
legalized  charge  for  the  use  of  money.  The  rates  of 
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interest  have  varied  at  different  times  and  in  the  several 
states  and  provinces  according  to  the  demands  for  money 
and  its  relative  abundance  or  scarcity-  The  availability 
of  credit  and  the  rates  of  interest  are  thus  of  great 
importance  to  agriculture  and  particularly  are  they  vital 
to  the  welfare  of  the  farmer,  for,  as  a  borrower  of  money 
for  land  and  capital  equipment,  he  assumes  a  double 
responsibility  due  to  capital  deterioration  and  the  pay¬ 
ment  of  interest.  In  this  case  the  basis  of  interest  does 
not  rest  directly  on  the  use  of  money,  but  on  the  use  of 
land  and  operating  capital  for  which  the  money  was 
expended.  If  the  measure  of  capital  deterioration  were 
coordinate  with  the  amount  of  interest,  a  farmer  would 
not  have  so  much  difficulty  in  meeting  his  interest  pay¬ 
ments  when  they  become  due.  However,  this  is  not  the 
case.  The  cost  of  replacing  capital  as  a  result  of  deterio¬ 
ration  must  first  be  met  in  order  that  the  borrower  may 
maintain  his  capital  in  that  condition  of  efficiency  which 
makes  it  possible  for  him  to  meet  his  interest  payments 
from  the  earnings  of  his  capital  and  labor.  By  no  possi¬ 
bility,  therefore,  can  a  farmer  with  a  mortgage  escape 
this  double  drain  on  his  income. 

While  the  amount  paid  as  interest  may  not  be  as  large 
as  the  cost  of  replacing  capital  deterioration,  in  the  end 
interest  is  far  more  exacting,  for  the  amount  due  as 
interest  must  be  paid  no  matter  what  else  may  be  neg¬ 
lected.  A  farmer  is  not  forced  to  buy  fertilizers,  make 
repairs  on  buildings,  replace  implements,  and  do  other 
things  which  ordinary  deterioration  would  seem  to  re¬ 
quire;  but  the  times  of  interest  payments  come  around 
with  deadly  certainty  and  these  payments  are  to  be  met 
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out  of  the  proceeds  derived  from  the  operation  of  the 
farm.  If  crops  are  short  or  fail  altogether  because  of 
adverse  climatic  conditions,  if  live  stock  perish  from 
winter  exposure,  disease,  or  other  cause — nevertheless 
the  interest  on  borrowed  money  must  be  paid  and  the 
amount  thus  withdrawn  from  a  farmer’s  income  may 
vitally  affect  his  standard  of  living  or  even  determine 
whether  or  not  he  will  continue  to  carry  on  farming  as 
a  means  of  livelihood.  To  a  limited  extent,  therefore, 
the  question  of  credit  for  farmers  is  not  only  important 
from  the  financial  point  of  view,  but  it  also  relates  to 
the  future  supply  of  farm  labor  and  the  welfare  of  the 
people  through  the  prospective  decrease  in  agricultural 
production. 

LAND  PRICES  IN  THE  UNITED  STATES 

Since  land  is  the  basis  of  farm  mortgage  credit,  the 
price  a  farmer  has  to  pay  for  land  necessarily  affects 
the  amount  of  his  indebtedness  if  he  has  to  borrow  in 
order  to  become  a  nominal  farm  owner.  The  rate  of 
interest  a  borrower  has  to  pay  on  such  indebtedness  also 
reduces  the  amount  of  his  net  income  which,  in  turn,  not 
only  determines  the  standard  of  living  of  a  farmer’s 
family,  but  his  ability  to  pay  for  a  farm  under  these 
conditions. 

Land  prices  in  the  United  States  have  risen  greatly 
during  the  past  ten  years.  This  has  been  due  not  only 
to  the  gradual  preemption  of  practically  all  free  public 
lands  adapted  to  profitable  agriculture,  but  also  as  a 
result  of  land  speculation.  The  latter  was  greatly  inten¬ 
sified  in  some  states  because  of  high  prices  for  farm 
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products  during  the  World  War.  In  the  year  1919  the 
average  price  an  acre  of  plow  lands  increased  about  21 
per  cent.  In  comparison  with  the  year  1914,  the  total 
increase  in  land  prices  was  about  70  per  cent.  Land 
prices,  however,  were  the  highest  in  1920.  The  average 
price  of  good  plow  lands  in  that  year  was  $113  an  acre 
as  compared  with  $92  in  1919.  By  1921  land  prices  of 
good  plow  lands  had  dropped  to  $106  an  acre  and  to  $89 
in  1922. 

Much  the  same  relations  hold  true  with  reference  to 
the  prices  of  fully  equipped  farms  as  with  the  average 
prices  for  plow  lands.  Investigations  by  the  United 
States  Department  of  Agriculture  show  that  in  1920  the 
highest  prices  for  general  farms  prevailed  in  Iowa  where 
they  averaged  $255  an  acre,  and  also  that  the  highest 
average  increase  in  price  of  $63  an  acre  for  the  year 
1919-20  occurred  in  that  state.  On  the  other  hand,  the 
highest  percentage  increase  of  59.5  occurred  in  North 
Carolina,  where  the  price  in  the  year  1919-20  increased 
from  $47  to  $75  an  acre. 

It  is  also  clear  that  the  advance  in  the  prices  of 
equipped  farms,  as  shown  by  the  above-mentioned  inves¬ 
tigations,  is  part  of  a  general  upward  trend.  The  average 
increase  for  the  country  at  large  amounted  to  $17.35  an 
acre,  or  21.1  per  cent.  Only  in  California  did  the  prices 
of  equipped  farms  decline  during  the  year.  Even  in  the 
New  England  states  the  prices  of  farms  increased  over 
$10  an  acre,  or  16.2  per  cent,  the  increases  being  most 
marked  in  Massachusetts  and  Connecticut.  In  the  other 
Atlantic  coast  states  the  increases  in  prices  were  most 
noticeable  in  the  Carolinas,  reflecting  the  influence  of 
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high  prices  for  cotton,  tobacco,  and  peanuts.  The  in¬ 
creases  for  Virginia  and  West  Virginia  were  compara¬ 
tively  small.  Throughout  the  states  lying  largely  in  the 
corn-belt  there  were  increases  ranging  from  $21  an  acre 
in  Ohio  to  $63  in  Iowa. 

PRICES  OF  FARMS  IN  CANADA 

The  average  prices  of  occupied  and  equipped  farms 
in  the  Dominion  of  Canada  have  fluctuated  from  time 
to  time  in  accordance  with  prevailing  economic  condi¬ 
tions.  Thus,  the  average  price  in  1908  was  $31  an  acre; 
this  rose  to  $32  in  1909  and  $33  in  1910. 

In  the  year  1914,  which  witnessed  the  outbreak  of  the 
European  war,  the  average  price  jumped  to  $37  an  acre. 
The  year  1914  is  usually  taken  as  the  new  basis  of  com¬ 
parison,  for  in  only  two  years  since  then  has  the  average 
price  of  farms  fallen  below  that  figure— in  1915  being 
$35  an  acre  and  $36  in  1916.  By  the  year  1917  the 
average  price  of  occupied  farms,  which  includes  such 
improvements  as  houses  and  barns,  had  increased  to  $38 
an  acre;  in  1918  the  price  had  risen  to  $41;  in  1919  it 
was  $46;  and  in  1920  the  price  of  occupied  farms  was 
$48  an  acre.  The  last  figure  is  the  highest  average  price 
reported  for  the  entire  Dominion  of  Canada  during  the 
decade. 

Then  came  the  agricultural  depression  which  affected 
the  prices  of  farms  and  farm  lands  in  Canada  no  less 
than  in  the  United  States.  Farmers  were  unable  to  pay 
interest  on  their  debts.  The  reaction  of  these  conditions 
on  the  prices  of  farms  is  shown  by  the  fact  that  they 
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fell  to  an  average  of  $40  an  acre  in  1921 — a  drop  of 
about  16.7  per  cent  in  one  year. 

The  various  provinces  of  Canada  also  experienced  an 
inflation  of  prices  on  farms  during  the  same  period,  but 
by  no  means  as  great  as  those  reported  in  some  states 
of  the  United  States.  The  prices  of  improved  farms  by 
provinces  were  highest  in  British  Columbia,  reaching 
their  peak  in  1920  with  an  average  price  of  $175  an  acre. 
The  following  year  the  average  price  dropped  to  $122 
an  acre — a  sudden  decline  of  practically  30  per  cent. 

In  the  other  provinces  the  average  prices  of  farms  in 
1921  were  reported  as  follows:  Ontario,  $63  an  acre; 
Quebec,  $59;  Prince  Edward  Island,  $46;  Nova  Scotia 
and  Manitoba,  $35;  Saskatchewan,  $29;  New  Brunswick 
and  Alberta,  $28  an  acre. 

The  average  prices  of  orchards  and  fruit  farms  in  1921, 
including  buildings  and  other  improvements,  were  much 
higher  than  the  prices  of  general  farms  in  the  same  dis¬ 
tricts.  The  chief  fruit-growing  provinces  report  the 
following  average  prices:  Nova  Scotia,  $117  an  acre; 
Ontario,  $137  an  acre;  and  British  Columbia,  $300  an 
acre. 

The  appraisal  of  farm  lands  for  determining  the  limits 
of  sound  mortgage  credit  both  in  the  United  States  and 
Canada  is  based  on  their  estimated  agricultural  produc¬ 
tivity  rather  than  on  their  current  prices.  As  a  result  of 
the  competition  for  farms  among  farmers  themselves, 
the  extension  of  railroads,  the  rapid  growth  of  cities,  and 
for  many  other  reasons,  the  prices  of  farms  and  good 
farm  lands  are  now  about  65  per  cent  higher  than  they 
were  in  1914.  On  the  other  hand,  the  continual  use  of 
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such  lands  in  crop  and  animal  production  has  gradually 
decreased  both  their  actual  and  potential  value  as  mea¬ 
sured  in  terms  of  soil  fertility.  Consequently,  the  only 
real  basis  of  sound  mortgage  credit  is  the  productivity 
of  farm  lands  and  not  their  current  prices. 

The  foregoing  outline  of  the  average  prices  of  farms 
and  farm  lands  in  the  United  States  and  Canada  presents 
the  basis  of  land  mortgage  credit  in  the  two  countries. 
It  is  perfectly  plain  that  land  is  so  highly  capitalized 
that  it  enables  a  farmer  to  run  deeply  into  debt.  If  a 
farmer,  for  example,  has  a  farm  of  160  acres  priced  at 
$25  an  acre,  he  might  be  able  to  borrow  the  sum  of 
$2,000  on  the  basis  of  half  its  appraised  value  which  is 
now  quite  generally  adopted  by  money-lending  agencies; 
whereas,  on  the  basis  of  $100  an  acre,  he  might  be  able 
to  borrow  $8,000. 

The  inflation  of  farm-land  prices,  therefore,  constitutes 
a  grave  danger  to  any  farmer  who,  by  inclination  or 
necessity,  runs  into  debt,  for  he  must  pay  interest  on 
what  he  owes  annually  or  semi-annually,  and  interest 
becomes  a  fixed  charge  against  a  farmer’s  capital  which 
can  only  be  met  out  of  his  gross  income.  The  amount 
of  this  drain  on  income,  of  course,  depends  not  only  on 
his  debt,  but  also  on  the  rate  of  interest  a  borrower  has 
to  pay.  Consequently,  the  great  credit  problems  which 
confront  farmers  relate  to  debt,  the  rates  of  interest  paid 
thereon  in  different  states,  the  various  credit  facilities 
which  are  at  the  service  of  farmers,  and  the  advantages 
or  disadvantages  which  have  resulted  from  the  unre¬ 
strained  use  of  credit. 


CHAPTER  III 


LAND  PRICES  AND  FARM  MORTGAGE  DEBT 

Having  seen  in  the  preceding  chapter  the  effect  of 
competition  for  land  and  speculation  in  land  in  raising 
prices  on  farm  lands  and  equipped  farms,  the  next  step 
is  to  consider  some  of  the  effects  of  high  land  prices  on 
the  farmer’s  welfare  as  represented  by  his  income  derived 
from  the  operation  of  a  farm.  This  is  to  glance  at  the 
other  side  of  the  problem — the  amount  of  a  farmer’s 
mortgage  debt  on  which  interest  has  to  be  paid  and 
which  constitutes  a  severe  drain  on  income  according 
to  the  amount  of  the  debt  rather  than  the  rate  of  interest 
on  the  loan. 


THE  SIGNIFICANCE  OF  LAND 

From  the  agricultural  point  of  view,  the  actual  value 
of  land  lies  in  its  fertility.  Nevertheless,  land  has  a 
greater  significance  than  that  of  mere  wealth  production. 
It  forms  the  basis  of  family  life,  social  organization,  and 
national  existence. 

Notwithstanding  the  use  of  land  in  agricultural  pro¬ 
duction  for  many  centuries,  it  still  remains  the  basis  of 
all  wealth.  Land  represents  a  value  surpassing  all  other 
values.  It  is  the  great  treasure-house  of  individuals  and 
of  nations.  The  desire  of  an  individual  as  well  as  the 
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land  hunger  of  a  nation  has  signified  from  the  dawn 
of  human  history  a  struggle  for  the  possession  and 
retention  of  landed  property. 

Land  to  modern  organized  society  means  more  than 
it  ever  did  in  the  remote  past.  Under  primitive  society 
land  signified  the  ownership  of  a  few  acres  poorly  culti¬ 
vated  for  the  sustenance  of  family  and  flocks.  With 
progress  in  civilization  there  came  knowledge  of  the 
treasures  stored  up  in  the  land;  there  came  a  better 
appreciation  of  it  as  the  sustainer  of  life  because  of 
cultivation  of  the  soil  and  the  raising  of  flocks  and  herds. 
Gold  and  silver,  base  minerals  of  every  kind,  building 
stones,  trees  for  lumber — these  and  many  other  forms 
of  wealth  have  added  to  the  struggle  to  possess  land. 
With  increase  in  population  this  struggle  became  inten¬ 
sified.  Civilized  nations  must  be  fed  and  clothed.  Con¬ 
sequently,  with  the  struggle  came  not  merely  organized 
society  through  association  of  individuals  and  families, 
but  those  higher  sentiments  of  attachment  which  bind 
persons  to  their  “home  country,”  the  “fatherland,”  the 
“mother  country,”  their  “native  land”— those  wonderful 
shibboleths  of  national  pride,  devotion,  and  patriotism. 
Today  land  sums  up  the  history  of  the  human  race,— 
the  goal  of  its  efforts,  hopes  and  rewards, — the  progress 
and  the  destiny  of  civilization. 

The  farmer  who  owns  land  today,  whether  he  acquired 
that  land  by  taking  up  a  homestead,  by  inheritance,  or 
by  purchase,  is  not  moved  so  much  by  sentiment  as  by 
necessity.  A  farmer  must  work  to  live.  He  cultivates 
land  or  raises  live  stock  in  order  to  provide  for  himself 
and  his  family.  The  land  becomes  his  means  of  liveli- 
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hood;  it  is  his  factory  and  his  industry— the  source  of 
wealth  he  accumulates  whether  that  wealth  is  large  or 
small  in  amount.  The  maintenance  of  land  in  a  state 
of  economic  efficiency  is  the  great  problem  for  every 
farmer  to  solve  who  is  cultivating  land  for  a  living. 
His  labor  and  the  value  of  his  basic  capital  determine 
what  his  income  will  be. 

LAND  PRICES  VERSUS  INTEREST  RATES 

As  long  as  farmers  could  become  landowners  by  taking 
up  a  homestead  on  free  public  land,  the  problem  of  land 
prices  in  other  parts  of  the  country  had  little  significance. 
But  when  practically  all  good  public  land  had.  passed 
into  private  ownership,  the  question  of  land  prices  be¬ 
came  more  and  more  important  as  it  related  to  mortgage 
debt  and  future  agricultural  development.  In  proof  of 
this  position,  let  us  see  how  increasing  land  prices  affect 
a  farmer’s  income  if  he  has  to  mortgage  his  farm  in  order 

to  become  its  nominal  owner. 

That  the  problem  is  one  of  no  small  magnitude  is 
shown  by  the  fact  that  there  were  1,461,306  mortgaged 
farms  reported  by  the  Census  of  1920.  The  actual  num¬ 
ber  of  mortgaged  farms  is  probably  much  greater  than 
this,  for  in  many  cases  the  enumerators  were  unable  to 
procure  definite  information  as  to  whether  or  not  farms 
operated  by  tenants  were  mortgaged.  However,  the 
number  of  mortgaged  farms  as  reported  was  large  enough 
to  attract  serious  attention.  It  becomes  more  startling 
when  examined  from  the  standpoint  of  the  farmers  who 
have  to  carry  the  great  debt  burden  which  is  the  other 
side  of  this  extensive  mortgage  credit. 
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The  demand  for  farm  credit  reform  has  generally  cen¬ 
tered  against  high  interest  rates  and  commission  charges 
which  farmers  have  had  to  pay  for  borrowed  money. 
Many  agricultural  economists  have  for  some  time  real¬ 
ized  that  high  interest  rates  do  not  constitute  so  great 
a  burden  as  high  prices  for  farms.  One  of  the  chief 
burdens  of  the  farmer  today  is  high  land  capitalization. 
The  latter  determines  the  amount  of  money  a  borrower 
has  to  deduct  annually  or  semi-annually  from  his  farm 
income  to  meet  his  interest  payments — a  drain  on  income 
which  has  greatly  increased  in  the  past  ten  years.  That 
this  presents  a  really  grave  problem  may  be  shown  by 
considering  the  average  prices  for  farms  which  prevail 
in  different  states  and  by  comparing  the  sums  of  money 
which  have  to  be  paid  at  a  uniform  rate  of  interest 
if  one  should  undertake  to  buy  a  farm  under  these 
conditions. 

The  data  mentioned  in  the  preceding  chapter,  which 
were  ascertained  by  the  United  States  Department  of 
Agriculture  on  the  average  prices  of  improved  farms,  give 
the  average  price  an  acre  for  farms  in  every  state.  These 
figures  include  the  price  of  land,  buildings,  and  other 
improvements,  but  without  operating  equipment.  For 
the  year  1920  the  minimum  price  of  farms  was  in  Ala¬ 
bama  reported  at  $38  an  acre;  the  maximum  average 
price  was  in  Iowa  at  $255  an  acre.  The  average  price 
for  all  farms  in  the  United  States  was  $99.24  an  acre, 
though  sixteen  states  reported  average  prices  above  $100 
an  acre.  The  average  price  of  farms  in  those  sixteen 
states  was  $149  an  acre. 

Suppose  a  farmer  should  undertake  to  borrow  money 
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with  which  to  buy  an  average-size  farm  and  agree  to 
pay  6  per  cent  interest  thereon.  In  1920  the  average 
size  of  farms  in  the  United  States  was  142  acres.  In 
Alabama,  therefore,  a  farm  would  cost  not  less  than 
$5,396  at  prevailing  prices;  and  in  Iowa  the  same  size 
farm  would  cost  not  less  than  $33,210.  While  these 
figures  include  the  minimum  and  maximum  ranges  in 
prices  of  farms,  there  are  many  known  instances  in 
which  farms  have  sold  in  several  states  for  less  than  the 
average  minimum  price  and  for  more  than  the  average 
maximum  price  in  other  states.  On  the  basis  of  6  per 
cent  a  year,  the  amount  of  interest  a  farmer  in  Alabama 
would  have  to  pay  would  be  $323.76,  whereas  in  Iowa 
it  would  be  $1,992.60.  The  difference  between  these  two 
interest  payments  is  $1,668.84,  due  entirely  to  the  high 
prices  of  farms  and  not  at  all  to  the  interest  rate  which 
was  assumed  to  be  the  same  in  both  states. 

As  a  matter  of  fact,  however,  the  average  interest  rates 
on  farm  mortgages  in  those  two  states  are  not  the  same. 
The  census  of  1920  gives  them  as  7.5  in  Alabama  and  5.5 
in  Iowa— a  difference  of  exactly  2  per  cent  in  favor  of 
Iowa  with  its  much  higher  prices  for  farms.  But  does 
an  Iowa  farmer,  who  borrows  money  at  2  per  cent  less 
interest  a  year,  have  any  advantage  over  an  Alabama 
farmer  who  borrows  money  at  a  higher  rate  of  interest 
but  on  farms  priced  nearly  seven  times  lower  than  land 
in  Iowa?  A  simple  computation  on  the  basis  of  average 
interest  rates  in  the  respective  states  will  furnish  an 
answer  to  this  question. 

If  from  the  above  figures  of  the  average  cost  of  a  farm 
of  142  acres  in  Alabama  and  Iowa,  the  actual  amount 
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of  interest  which  would  have  to  be  paid  annually  thereon 
at  the  average  prevailing  rates  is  computed,  it  would 
be  $404.70  in  Alabama  as  compared  with  $1,826.55  in 
Iowa — a  difference  of  $1,421.85  against  high  prices  of 
farms  in  Iowa  as  compared  with  a  higher  interest  rate 
of  2  per  cent  in  Alabama. 

That  interest  rates  on  mortgage  loans  are  not  so  heavy 
a  burden  on  agriculture  as  high  prices  for  farms  may 
be  shown  by  other  brief  comparisons.  Taking  the  aver¬ 
age  price  of  farms  throughout  the  United  States  together 
with  the  average  price  of  farms  in  the  sixteen  states 
having  the  highest  prices  for  farms,  the  amount  of  inter¬ 
est  which  would  be  paid  under  these  conditions  may  be 
computed.  Then  the  average  cost  of  a  farm  of  142  acres 
at  $99.24  an  acre  would  be  $14,092.08;  at  $149  an  acre 
it  would  be  $21,158.  In  1920  the  average  rate  of  interest 
throughout  the  United  States  was  6.1  per  cent.  There¬ 
fore,  the  amount  annually  paid  as  interest  would  be 
$859.61  on  the  average  cost  of  a  farm  and  $1,290.63  in 
the  sixteen  states  having  the  highest  prices  for  farms. 
In  either  case  the  drain  on  a  farmer’s  income  is  enormous 
as  a  result  of  prevailing  high  prices  of  farms  and  not 
because  of  prevailing  or  average  interest  rates. 

PAYING  FOR  A  FARM  FROM  ITS  PRODUCTION 

The  amount  of  farm  mortgage  debt  and  its  relation 
to  the  present  and  future  profitableness  of  farming  have 
become  great  national  problems.  During  the  decade 
1910  to  1920,  farm  mortgage  debt  increased  $2,277,594,- 
341,  or  132  per  cent.  While  this  increase  in  debt  is 
alarming  enough,  its  effect  on  a  farmer’s  ability  to  get 
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himself  out  of  debt  from  farm  production  is  still  more 
alarming,  for  usually  a  farmer  has  no  other  source  of 
income  except  what  his  farm  yields  him.  If  the  mort¬ 
gage  debt  on  a  farm  is  large,  the  amount  paid  as  interest 
will  be  correspondingly  large.  This  is  a  drain  on  income. 
The  question  is  whether  farmers  can  redeem  themselves 
from  debt  out  of  the  net  earnings  from  their  farms.  This 
is  unquestionably  the  foremost  rural  credit  problem  now 
confronting  the  United  States  and  Canada. 

The  importance  of  the  subject  of  increasing  prices  of 
farm  lands  and  equipped  farms  has  been  realized  for 
many  years  by  agricultural  economists.  In  the  issue  of 
the  “Journal  of  Farm  Economics”  for  October,  1920, 
George  Stewart  of  the  Utah  Agricultural  _  Experiment 
Station  discussed  this  subject  under  the  interrogative 
title  “Can  farms  of  the  United  States  pay  for  them¬ 
selves?”  This  article  deals  entirely  with  that  type  of 
purchased  farm  on  which  the  farmer  is  trying  to  provide 
a  home  and  earn  a  living  for  himself  and  his  family; 
and  the  whole  question  is  viewed  more  particularly  from 
the  standpoint  of  the  present  high  cost  of  farms.  That 
is  to  say,  the  answer  to  the  question  is  limited  to  a  study 
of  the  problem  facing  a  farm  laborer  or  tenant  farmer 
who  would  undertake  to  buy  a  farm  and  pay  for  it  from 
the  products  raised  after  meeting  all  legitimate  expenses 
of  interest,  taxes,  insurance,  upkeep,  and  family  main¬ 
tenance. 

The  data  from  which  Stewart  made  his  studies  are 
derived  from  a  large  number  of  fully  equipped  farms 
covering  twenty-six  areas  in  twenty-one  states  scattered 
rather  widely  over  the  United  States.  The  types  of 
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farming  considered  are  characteristic  of  the  various 
areas  and  include  practically  all  the  most  important 
combinations  of  crop  and  live-stock  production. 

The  average  price  of  a  farm  is  regarded  as  a  loan 
made  to  the  prospective  farmer,  the  terms  and  conditions 
of  which  are  made  easier  than  is  the  case  under  prevail¬ 
ing  farm  mortgage  credit  conditions  in  various  states. 
Thus,  instead  of  a  straight  mortgage  loan  running  three 
or  five  years,  the  loans  are  regarded  as  being  made  repay¬ 
able  on  the  amortization  plan  and  run  from  ten,  twenty, 
or  thirty  years  at  5,  6,  8,  and  10  per  cent  interest.  The 
rates  of  interest  are  made  conformable  to  those  which 
farmers  generally  have  to  pay  in  different  parts  of  the 
United  States. 

In  view  of  the  average  income  on  farms  in  the  states 
considered,  the  problem  was  to  determine  how  much 
labor  income  a  farmer  would  receive  and  whether  or  not 
this  income  would  be  sufficient  to  pay  off  the  debt  on 
the  amortization  plan  and  at  different  rates  of  interest. 
At  present  the  interest  is  more  particularly  in  the  con¬ 
clusions  drawn  from  this  study,  the  tabulated  data  being 
presented  later  in  comparing  the  terms  and  conditions 
of  these  assumed  debts  with  those  terms  and  conditions 
of  loans  received  by  farmers  under  the  federal  farm  loan 
system.  The  conclusions  drawn  by  Stewart  are  some¬ 
what  startling,  to  say  the  least,  and  they  have  been 
summarized  as  follows: 

(1)  That  it  is  difficult  to  pay  for  a  farm  out  of  the 
proceeds  of  that  farm  when  it  is  expected  to  pay  for  the 
land  entirely  from  the  production. 

(2)  That  the  difficulty  is  so  great  as  materially  to 
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destroy  the  incentive  for  purchase  by  a  legitimate  pros¬ 
pective  tiller  of  the  soil. 

(3)  That  it  is  more  profitable  for  the  small  farmer 
to  let  some  one  with  more  ready  capital  own  the  land. 

(4)  That  the  “average”  farm  is  not  earning  large 
enough  total  income  to  buy  the  land  in  twenty  years 
at  normal  interest  rates. 

(5)  That  the  farms  of  a  few  regions  can  do  so  in 
thirty  years  with  small  cash  balances  left  for  family 
expense,  but  that  the  living  would  have  to  be  very  frugal 
and  no  provision  made  for  education,  amusements,  and 
social  life. 

(6)  That  in  the  great  agricultural  states  of  the  mid¬ 
continental  region  not  a  single  area  as  a  whole  can  pay 
for  its  farms  and  have  money  enough  for  necessities, 
to  say  nothing  of  education,  pleasure,  or  charity. 

(7)  That  other  areas,  except  in  the  North  Atlantic 
region,  are  but  little  better  off,  for  the  reason  that  the 
farms  seem  over-capitalized. 

(8)  That  the  untrained  man  with  small  capital  and 
moderate  ability  would  inevitably  fail. 

(9)  That  only  those  who  possess  somewhat  more  busi¬ 
ness  ability  than  the  “average”  farmer  should  expect  to 
earn  a  living  from  the  farm  and  at  the  same  time  save 

enough  money  to  pay  for  it. 

Especial  attention  is  called  to  the  fact  that  the  region 
of  so-called  “abandoned  farms”— in  New  England  and 
New  York,  New  Jersey,  and  Pennsylvania— where  the 
price  of  farms  is  moderate,  is  the  only  exception  to  the 
general  conclusion  that  farms  in  the  United  States  can 
not  pay  for  themselves  out  of  their  production. 
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The  foregoing  statements  show  conclusively  the  great 
difficulty  of  a  farmer  paying  for  a  farm  from  its  produc¬ 
tion  under  the  assumed  conditions  as  to  interest  rates 
and  length  of  time  for  repaying  a  loan  which  are  much 
more  favorable  than  now  generally  prevail  throughout 
the  United  States. 

EFFECT  ON  A  FARMER’S  INCOME 

This  problem  should  also  be  considered  as  it  affects 
the  family  income  of  a  farmer  under  the  most  favorable 
credit  conditions  now  in  operation. 

As  previously  pointed  out,  the  average  rate  of  interest 
on  farm  mortgage  loans  in  the  United  States  is  6.1  per 
cent.  The  maximum  rate  of  interest  permissible  under 
the  federal  farm  loan  system — established  in  1917  and 
which  will  be  fully  described  later — is  6  per  cent.  Two 
classes  of  farm  mortgage  banks  operate  under  this  sys¬ 
tem.  The  federal  land  banks  during  1921  and  the  early 
part  of  1922  made  loans  at  6  per  cent,  and  the  joint 
stock  land  banks  have  practically  always  made  loans 
at  this  rate.  In  all  probability,  therefore,  more  farm 
mortgage  loans  in  the  United  States  are  made  at  6  per 
cent  than  at  any  other  rate  of  interest. 

In  the  accompanying  table  are  presented  exactly  the 
same  data  used  by  Stewart  as  to  the  number  of  farms 
in  the  respective  states,  their  average  price,  and  the 
income  derived  therefrom.  In  this  case  the  annual 
installment  to  repay  a  loan  is  calculated  at  6  per  cent 
interest,  on  the  amortization  plan  of  repayment,  and 
for  a  period  running  thirty- four  years.  These  farm 
mortgage  credit  terms  and  conditions  were  chosen  be- 
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cause  they  offer  to  a  farmer  the  best  prospect  of  success 
in  attempting  to  pay  for  a  farm  from  its  production  at 
current  high  prices  and  of  deriving  the  maximum  ne 
income  therefrom  for  family  use.  The  complete  results 

are  presented  in  Table  I  on  page  36. 

The  minus  sign  before  the  figures  in  the  last  column 
indicates  that  the  necessary  installment  to  repay  the 
debt  in  thirty- four  years  is  larger  than  the  average  farm 
income  by  the  figure  that  follows;  whereas  the  figures 
without  a  minus  sign  indicate  that  the  farm  income  is 
larger  than  the  necessary  installment  by  the  amount 
shown  and  represent  the  total  cash  which  remains  to 
the  farmer  for  defraying  all  family  expenses  including 
purchased  food,  clothing,  other  necessary  household 
goods,  taxes,  education,  church  donations,  and  amuse¬ 
ments.  In  other  words,  the  figures  without  a  minus  sign 
regulate  the  standard  of  living  which  a  farmer  would 
have  to  adopt  in  order  to  keep  within  his  income  while 
attempting  to  pay  for  a  farm  from  its  production  under 

the  current  high  prices  for  land. 

According  to  the  figures  in  this  table,  there  are  only 
seven  areas  out  of  twenty-six,  where  the  farm  capitaliza¬ 
tion  is  exceedingly  high  or  the  farm  income  is  compara¬ 
tively  low,  that  the  borrower  could  not  pay  for  his  farm 
from  its  production.  In  many  states  the  income  for 
family  use  would  be  very  small,  the  lowest  being  $19.18. 
No  farmer  could  live  and  support  his  family  on  many 
of  these  small  net  returns;  so  that,  long  before  a  farm 
could  be  paid  for,  the  farmer  would  have  given  up  from 
sheer  necessity,  being  unable  to  make  both  ends  meet. 


Table  I. — Number  and  average  -price  of  farms,  average  income  therefrom,  and  family  income  remain¬ 
ing  when  loan  is  repaid  by  amortization  in  34  years. 
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Hence,  high  prices  for  farms  tend  to  bring  about  their 
abandonment. 

In  some  cases,  however,  the  average  farm  income  is 
quite  high — as  in  southern  Arizona,  for  example — where 
the  amount  of  income  for  family  use  is  $928.86  after 
meeting  all  interest  and  amortization  charges  on  the  farm 
indebtedness.  In  many  other  cases  the  surplus  farm 
income  for  family  use  constitutes  a  very  fair  average 
labor  income  for  the  farmer  and  his  family  and  shows 
the  material  advantage  of  the  federal  farm  loan  system 
over  any  other  method  of  paying  off  a  farm  mortgage 
and  providing  a  living  wage  from  the  production  of  the 
farm. 


FARM  TENANCY  AND  ABSENTEE  LANDLORDISM 

There  is  another  angle  to  this  problem,  however,  not 
discussed  in  the  above-mentioned  article  by  Stewart, 
namely,  the  wisdom  of  any  man  investing  money  in  a 
farm  above  a  certain  price  in  view  of  the  fact  that  the 
same  amount  of  money  safely  invested  at  current  rates 
of  interest  would  bring  in  as  large  an  income  without 
the  responsibility  of  having  to  make  it  by  the  successful 
operation  of  a  farm.  It  is  this  latter  aspect  of  the  prob¬ 
lem  which  is  encouraging  the  increase  of  farm  tenancy 
and  absentee  landlordism.  Many  successful  farmers, 
instead  of  purchasing  more  land  as  formerly,  invest  their 
surplus  funds  in  government  bonds  or  other  safe  securi¬ 
ties,  and  the  income  from  these  investments,  together 
with  the  rent  from  their  farms,  enables  them  to  move 
to  town  and  live  comfortably  without  worry  for  the 
remainder  of  their  days. 
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Even  if  a  farmer  has  little  or  no  surplus  money  to 
invest,  the  high  valuation  of  his  farm  often  enables  him 
to  derive  a  good  income  by  renting  it  to  a  tenant,  for 
the  increasing  prices  of  lands  mean  the  fixing  of  rents 
accordingly.  Consequently,  those  who  own  high-priced 
farms  often  prefer  to  rent  to  others,  move  to  town,  and 
live  on  the  rent  rather  than  continue  the  responsibility 
of  operating. 

In  these  two  ways  the  farm  labor  problem  is  shifted 
to  some  extent  on  tenants,  while  the  landlord  reaps  his 
reward  without  labor — a  reward  by  no  means  small, 
because  rent  is  calculated  on  the  basis  of  the  prevailing 
high  prices  for  farms.  Increasing  farm  tenancy  and 
absentee  landlordism,  therefore,  are  closely  related  to 
the  increased  prices  of  farm  lands  and  improved  farms. 

It  is  not  to  be  assumed,  of  course,  that  the  high  prices 
of  farms  and  farm  lands  is  the  only  cause  of  farmers 
getting  deeply  into  debt.  For  several  years  high  taxes, 
increasing  cost  of  farm  labor,  supplies  and  equipment, 
diminished  harvests,  curtailed  markets,  and  low  prices 
received  for  farm  products  have  had  their  effect  in 
steadily  lowering  net  returns  from  farming.  Under  these 
circumstances  thousands  of  farmers  have  had  to  borrow 
money  in  order  to  keep  their  lands  going  and  meet  ordi¬ 
nary  expenses.  The  fact  remains,  nevertheless,  that  the 
increase  in  farm  mortgage  debt  kept  pace  with  the  rise 
in  the  price  of  land.  To  the  extent  that  the  factor  of 
abnormal  land  capitalization  has  increased  mortgage 
indebtedness,  it  has  been  an  injury  and  not  an  aid  to 
the  welfare  of  rural  communities. 

Before  setting  forth  the  facts  as  to  the  increase  of 
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farm  mortgage  debt,  the  extent  of  credit  facilities  af¬ 
forded  farmers  in  the  United  States  should  be  considered, 
for  the  very  best  indication  as  to  whether  or  not  agricul¬ 
ture  has  been  adequately  financed  is  the  result  of  credit 
as  revealed  in  the  extent  of  indebtedness. 


CHAPTER  IV 


EXTENT  OF  FARM  MORTGAGE  CREDIT 
FACILITIES 

For  many  years  it  has  been  claimed  that  farmers  had 
no  adequate  sources  of  credit  and  there  was  constant 
agitation  to  provide  easier  and  better  facilities  for  their 
borrowing  money.  This  agitation  continues  today.  At 
the  present  time  the  chief  recognized  sources  of  agricul¬ 
tural  credit  are  private  individuals,  real-estate  dealers, 
local  brokers,  farm  mortgage  corporations,  state  funds, 
savings  and  national  banks,  insurance  companies,  and 
the  federal  farm  loan  system. 

The  relative  importance  of  these  various  agencies  can 
hardly  be  determined.  They  probably  vary  as  to  their 
lending  capacity  in  different  localities.  Statistics  of 
farm  mortgage  credit  in  selected  areas  of  North  Carolina 
made  public  by  the  Department  of  Agriculture  of  that 
state  in  May,  1923,  show  the  following  percentages  of 
distribution  by  source  on  800  mortgaged  farms:  Indi¬ 
viduals,  55.9  per  cent;  commercial  banks,  19.6  per  cent; 
federal  land  bank,  15.3  per  cent;  insurance  companies, 
6.3  per  cent;  others,  2.9  per  cent.  In  all  probability  these 
proportions  of  distribution  would  not  hold  good  for  any 
other  state,  but  they  indicate  that  many  sources  of  mort- 

40 
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gage  credit  are  now  being  utilized  by  farmers  in  times 
of  need. 

Except  in  the  case  of  private  individuals,  the  money 
secured  for  making  loans  to  farmers  from  these  sources 
belongs  to  a  third  party.  The  firm,  bank,  or  corporation 
acts  only  as  the  broker  and  makes  a  commission  out 
of  the  transaction.  This  method  of  borrowing  merely 
increases  a  farmer’s  burden,  since  the  commission  or 
fee  has  to  be  paid  by  the  borrower  and  not  by  the  lender. 

The  total  investments  in  farm  mortgages  in  the  United 
States  from  all  these  sources  now  amount  to  an  enormous 
sum.  The  latest  Census  statistics  will  be  presented  later 
showing  to  what  extent  the  granting  of  mortgage  credit 
to  farmers  has  been  facilitated  during  the  past  ten  years 
as  a  result  of  agitation  and  legislation  on  the  subject. 
Whether  or  not  easy  terms  and  conditions  of  loans  have 
helped  the  farmer  and  his  industry  is  an  open  question. 

Credit  facilities  for  farmers  are  evidently  quite  numer¬ 
ous  if  the  latest  statistics  of  farm  mortgage  debt  furnish 
a  safe  criterion  on  the  subject.  It  will  not  be  advisable 
in  proof  of  this  contention  to  discuss  separately  all  the 
sources  of  credit  for  farmers,  since  reliable  statistics  are 
not  obtainable  and  because  they  are  all  brought  together 
in  the  total  Census  figures  of  farm  mortgage  debt. 
Nevertheless,  two  chief  sources  of  credit — life  insurance 
companies  and  the  federal  farm  loan  system — are  deserv¬ 
ing  of  special  discussion,  because  recent  figures  are 
available  as  to  the  actual  amount  of  loans  made  and 
because  of  their  great  importance  in  furnishing  abun¬ 
dance  of  funds  for  the  prospective  development  of 
agriculture. 


42  Farm  Credits  in  the  United  States  and  Canada 


LOANS  BY  LIFE  INSURANCE  COMPANIES 

Loans  made  by  life  insurance  companies  on  farms  in 
the  United  States  passed  the  billion-dollar  mark  in  1920. 
In  an  address  made  before  the  Association  of  Life  Insur¬ 
ance  Presidents  in  December,  1920,  Haley  Fiske,  presi¬ 
dent  of  the  Metropolitan  Life  Insurance  Company,  said: 

“Mortgage  loans  have  generally  formed  the  largest 
percentage  of  life  insurance  investments.  ...  In  the 
matter  of  farm  loans,  the  life  insurance  companies  are 
called  upon  for  these  loans  and  have  over  a  billion  dol¬ 
lars  so  invested — 15  per  cent  of  their  assets;  although 
in  this  field  they  have  to  submit  to  the  competition  of 
the  federal  government,  which  exempts  mortgages  made 
under  its  system  from  taxation.” 

In  this  connection  it  may  not  be  out  of  place  to  give 
a  statement  showing  the  amount  of  loans  made  by  life 
insurance  companies  on  both  rural  and  urban  properties 
in  order  to  present  by  comparison  the  increased  facilities 
afforded  farmers  for  encumbering  their  farms  with  mort¬ 
gage  debt.  The  figures  quoted  below  are  taken  from  the 
admitted  assets  of  thirty-nine  life  insurance  companies 
which  represent  nearly  91  per  cent  of  the  assets  of  the 
266  companies  operating  in  the  United  States. 

The  total  mortgage  loans  by  the  thirty-nine  companies 
at  the  close  of  1919  was  $1,850,097,462,  divided  as  fol¬ 
lows:  Farm  mortgages,  $858,537,283;  other  mortgages, 
$991,560,179. 

The  increase  of  mortgage  loans  by  these  companies 
for  the  first  ten  months  of  1920  amounted  to  $232,739,- 
387,  of  which  the  sum  of  $151,348,902  was  loaned  on 
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farms,  $78,875,359  in  cities,  and  $2,415,126  was  not  sepa¬ 
rated  in  the  figures  furnished  by  the  companies.  The 
amount  loaned  on  farms,  therefore,  was  nearly  double 
that  loaned  in  cities  for  the  first  ten  months  of  1920. 

The  total  amount  invested  in  farm  mortgages  by  the 
thirty-nine  companies  at  the  close  of  October,  1920,  was 
actually  reported  at  $1,009,886,185,  which  would  be 
somewhat  increased  if  the  amount  of  mortgage  loans 
not  separated  had  been  differentiated.  In  addition  there 
would  be  the  amount  loaned  on  farm  mortgages  by  the 
other  227  smaller  life  insurance  companies.  On  the  basis 
of  the  rate  of  loans  made  for  the  first  ten  months  of 
1920,  the  approximate  amount  loaned  by  the  companies 
in  that  year  would  be  about  $181,618,682. 

As  a  matter  of  fact,  complete  returns  for  the  year  1920 
show  that  the  amount  actually  loaned  was  $227,061,592. 
From  these  figures  it  is  safe  to  conclude  that,  in  time  of 
real  financial  emergency,  life  insurance  companies  can 
increase  their  farm  mortgage  loans  about  $200,000,000 
a  year.  This  conclusion  is  confirmed  by  the  statistics 
for  1921,  the  year  of  the  agricultural  crisis,  which  show 
a  total  of  farm  mortgage  loans  made  by  life  insurance 
companies  of  $1,306,559,813  in  the  United  States  and 
$61,417  in  Canada. 

On  January  1,  1920,  the  investments  of  life  insurance 
companies  in  farm  mortgages  totaled  $858,537,283.  On 
the  same  date  the  Census  statistics  of  farm  mortgage 
debt  were  taken,  and  they  showed  a  total  debt  of  $4,003,- 
767,192.  Thus  the  thirty-nine  largest  life  insurance 
companies  had  furnished  about  21.4  per  cent  of  the  mort¬ 
gage  credit  for  farmers  at  the  close  of  1919.  To  that 
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extent,  then,  life  insurance  companies — without  consider¬ 
ing  any  farm  mortgage  loans  which  might  have  been 
made  by  the  remaining  227  smaller  companies — aided 
in  the  development  of  agriculture  by  the  use  of  their 
funds  in  facilitating  farm  mortgage  credit. 

INSURANCE  CREDIT  DURING  THE  CRISIS 

The  agricultural  crisis  previously  mentioned  began 
in  the  fall  of  1920.  From  its  beginning  there  was  imme¬ 
diate  demand  for  enlarged  credit  facilities  for  farmers. 
This  was  a  recognition  that  the  effects  of  the  crisis 
would  be  primarily  financial.  The  agitation  became  so 
intense  from  month  to  month  that,  during  the  latter  part 
of  1921,  the  Secretary  of  Agriculture  called  together  a 
general  conference  of  farmers  and  others  engaged  in 
related  industries  which  was  held  at  Washington  in 
January,  1922.  The  object  of  this  conference  was  to 
consider  every  phase  of  the  agricultural  situation. 

In  the  agricultural  crisis,  then,  it  was  the  existing  debt 
of  farmers  which  raised  the  danger  signal.  One  object 
in  presenting  the  data  on  farm  mortgage  loans  made  by 
life  insurance  companies  up  to  the  end  of  October,  1920, 
— which  was  practically  the  time  that  the  crisis  began, — - 
is  to  show  by  comparison  how  the  life  insurance  com¬ 
panies  came  to  the  rescue  of  agriculture  by  increas¬ 
ing  the  amount  of  their  mortgage  loans  to  farmers  from 
November  1,  1920,  to  the  close  of  October,  1921 — the 
latest  date  on  which  such  data  are  available.  The  same 
plan  will  be  adopted  with  reference  to  loans  made  under 
the  federal  farm  loan  system.  The  purpose  is  to  show 
that  the  agricultural  crisis  resulted  in  a  great  increase 
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in  farm  mortgage  debt  that  furnished  no  real  measure 
of  relief  but  rather  increased  the  danger  of  debt  and  the 
difficulty  of  its  ultimate  repayment. 

The  following  data  are  reported  by  the  forty-seven 
largest  life  insurance  companies  of  the  272  companies 
doing  business  in  1920  and  1921.  The  amount  of  farm 
mortgage  loans  made  by  thirty-nine  companies  for  the 
first  ten  months  of  1920  totaled  $151,348,902 — an  average 
of  about  $15,134,890  a  month.  This  may  be  regarded 
as  the  normal  rate  of  making  farm  mortgage  loans  by 
insurance  companies  in  the  United  States. 

In  contrast  with  the  normal  rate  of  making  loans,  the 
investment  of  life  insurance  funds  during  the  agricultural 
crisis  shows  that  farmers  have  therein  one  of  their  most 
reliable  credit  sources.  During  the  last  two  months  of 
1920,  shortly  after  the  signal  of  distress  was  first  raised, 
the  thirty-nine  insurance  companies  loaned  $75,712,690. 
This  was  an  average  of  $37,856,345  a  month  and  an 
increase  of  150  per  cent  over  the  normal  rate  of  lending 
money  on  farm  mortgages. 

While  this  high  rate  of  lending  was  only  temporary, 
nevertheless  the  investment  of  life  insurance  funds  during 
the  first  ten  months  of  1921  was  above  normal.  The 
loans  made  during  that  period  are  reported  for  forty- 
seven  companies  as  being  in  round  numbers  $161,300,000. 
This  was  an  average  of  $16,130,000  a  month,  or  an 
increase  of  nearly  10  per  cent  above  normal.  On  October 
31,  1921,  the  reported  total  loans  of  these  companies, 
which  represented  93.34  per  cent  of  the  total  assets  of 
all  the  American  life  insurance  companies,  amounted 
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in  round  numbers  to  $1,247,300,000  on  farms  and  $1,221,- 
300,000  on  city  properties.  For  the  first  time  in  the 
history  of  the  United  States,  the  loans  on  farms  made 
by  life  insurance  companies  exceeded  the  loans  on  city 
properties,  the  proportions  being  50.53  and  49.47  per 
cent,  respectively.  During  the  agricultural  crisis,  there¬ 
fore,  the  investments  of  life  insurance  funds  were  made 
where  the  greatest  need  of  the  nation  demanded. 

As  a  general  truth  this  was  the  case  during  the  entire 
war  period.  For  several  years  most  of  the  life  insurance 
funds  were  invested  in  farm  mortgages  to  the  neglect  of 
other  real-estate  loans,  but  the  reverse  movement  began 
in  1920  and  has  continued  to  the  present  time.  In  an 
address  delivered  before  the  Association  of  Life  Insurance 
Presidents  in  New  York  in  December,  1921,  on  the 
amounts  of  investments  of  life  insurance  funds  in  farm 
mortgages  and  other  real-estate  properties,  Asa  S.  Wing, 
president  of  the  Provident  Life  &  Trust  Company  of 
Philadelphia,  spoke  as  follows: 

“The  trend  of  investments  toward  the  city  has  been 
strongly  manifested  since  1919  and  can  be  shown  most 
clearly  by  the  proportion  of  new  money  going  into  each 
class  of  mortgages  during  the  last  few  years.  Please 
note,  during  1918  and  1919,  that  91.03  per  cent  of  all 
the  net  increase  in  loans  was  on  farm  property  and  8.97 
per  cent  on  city  property.  In  1920,  the  proportion  of 
money  invested  in  farm  loans  dropped  to  63.78  per  cent, 
while  the  city  loans  increased  to  36.22  per  cent.  During 
the  first  ten  months  of  1921,  the  same  tendency  has 
continued  and  the  proportion  of  farm  loans  has  dropped 
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to  61.59  per  cent,  while  that  on  city  property  has  in¬ 
creased  to  38.41  per  cent.  .  .  .  During  the  last  six  years 
it  was  vital  for  this  nation, — for  itself  and  the  part  it 
was  playing, — that  our  agriculture  should  be  stimulated 
to  highest  productivity.  That  the  companies  met  this 
condition  is  shown  in  the  percentage  of  agricultural 
loans.  There  is  at  the  moment  another  imperative  de¬ 
mand — that  of  construction  catching  up  with  deferred 
building  in  our  cities.  The  national  tendency  of  insur¬ 
ance  company  investments  to  meet  imperative,  justifiable 
demands  is  made  equally  clear  in  the  now  perceptible 
trend  toward  city  loans  again.” 

The  foregoing  indicates  plainly  the  extent  that  life 
insurance  funds  have  been  invested  in  farm  mortgages 
before  and  since  the  last  census  statistics  were  taken 
and  during  great  national  emergencies. 

ESTABLISHMENT  OF  LAND  BANKS 

Two  kinds  of  banks  for  making  farm  mortgage  loans 
were  authorized  by  the  Farm  Loan  Act  which  became 
effective  July  17,  1916.  These  are  designated  as  federal 
land  banks  and  joint  stock  land  banks.  Together  these 
two  kinds  of  land  banks  constitute  the  lending  agencies 
of  the  federal  farm  loan  system.  They  can  only  make 
first  mortgage  loans  to  farmers  on  farm  lands  or  equipped 
farms.  The  effects  of  the  organization  of  the  land  banks 
in  the  extension  of  farm  mortgage  debt  may  be  noted 
briefly. 

The  federal  land  banks  were  capitalized  mainly  by 
the  government.  They  are  twelve  in  number,  operate 
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in  their  own  districts  defined  by  the  Farm  Loan  Board, 
include  all  the  states,  and  can  make  loans  ranging  from 
a  minimum  of  $100  to  a  maximum  of  IIOjOOO.1  This 
class  of  land  banks  can  make  loans  to  individual  farmers 
through  agents,  but  few  loans  have  been  made  in  this 
manner.  Most  of  the  loans  are  made  through  national 
farm  loan  associations  composed  of  not  less  than  ten 
members.  These  associations  of  farmers,  therefore,  are 
cooperative  in  character  and  were  authorized  for  the 
purpose  of  establishing  a  cooperative  system  of  mortgage 
credit  for  farms  in  the  United  States. 

The  joint  stock  land  banks  are  organized  and  operated 
by  private  capitalists.  They  can  make  loans  to  indi¬ 
vidual  farmers  and  operate  in  two  states  only.  Their 
minimum  loan  is  $100  and,  by  a  ruling  of  the  Farm  Loan 
Board,  their  maximum  loan  is  limited  to  $50,000. 

Under  this  system  the  first  loan  was  not  made  until 
March  27,  1917.  The  lending  capacity  of  the  banks  was 
naturally  slow  at  first,  but  had  reached  full  headway 
about  the  middle  of  the  year  1919,  when  a  suit  was 
brought  to  determine  the  constitutionality  of  the  act 
and  particularly  that  provision  which  exempted  farm 
loan  bonds  from  taxation.  This  case  was  first  argued 
before  the  court  at  Kansas  City  on  the  last  two  days  of 
October,  1919.  Being  defeated  in  that  court,  the  enemies 
of  the  system  carried  the  case  to  the  Supreme  Court  of 
the  United  States  where  it  was  not  finally  adjudicated 
until  February  28,  1921. 

‘Increased  by  amendment  to  the  Federal  Farm  Loan  Act, 
approved  March  4,  1923,  to  a  maximum  of  $25,000. 
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Under  these  circumstances  it  is  difficult  to  determine 
just  what  is  the  normal  farm  mortgage  credit  capacity 
of  the  federal  farm  loan  system.  The  lending  of  money 
to  farmers  by  this  pew  institution  may  be  divided  into 
three  fairly  defined  periods:  (1)  The  period  of  organ¬ 
ization  and  development,  extending  from  April,  1917,  to 
the  end  of  November,  1919;  (2)  that  of  reduced  activity 
— when  lending  to  farms  was  greatly  curtailed  because 
of  the  above-mentioned  lawsuit — extending  from  Decem¬ 
ber  1, 1919,  to  the  end  of  April,  1921;  and  (3)  the  period 
of  active  revival  and  increasing  lending  capacity  which 
extended  from  May  1,  1921,  to  the  present  time. 

The  last  period  undoubtedly  constitutes  the  best  test 
of  the  normal  farm  mortgage  credit  capacity  of  the  fed¬ 
eral  farm  loan  system,  since  the  banks  were  ready  for 
making  loans  as  soon  as  the  Supreme  Court  of  the  United 
States  had  upheld  the  constitutionality  of  the  Farm  Loan 
Act  in  every  particular.  Before  attempting  to  determine 
what  may  be  regarded  as  the  normal  monthly  capacity 
of  this  system  to  make  mortgage  loans  to  farmers,  it  may 
be  advisable  to  show  the  development  of  the  credit 
capacity  of  the  banks  by  considering  briefly  all  three 
periods.  This  will  furnish  a  basis  for  determining  the 
significance  of  this  comparatively  new  method  of  supply¬ 
ing  farm  mortgage  credit,  the  possible  extent  of  its  funds 
in  the  future,  and  the  importance  of  the  system  in  fur¬ 
nishing  relief  to  farmers  from  incidental  financial  bur¬ 
dens  attached  to  farm  mortgage  debt.  The  following 
summary  presents  data  on  loans  during  the  three  periods 
already  specified. 
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LOANS  BY  THE  LAND  BANKS 
Period  of  organization  and  development. 

The  first  loan  under  the  federal  farm  loan  system  was 
made  on  March  27,  1917,  by  the  Federal  Land  Bank 
of  Wichita,  Kansas.  On  November  30,  1917,  the  loans 
by  the  twelve  federal  land  banks  totaled  $29,824,655, 
an  average  of  $3,728,082  a  month.  No  joint  stock  land 
bank  was  organized  to  make  loans  during  the  year  1917. 

From  December  1,  1917,  to  November  30,  1918,  the 
federal  land  banks  loaned  $117,628,206,  and  the  joint 
stock  land  banks,  of  which  nine  had  been  chartered,  had 
loaned  up  to  that  time  $7,289,601 — a  total  for  the  sys¬ 
tem  during  that  year  of  $124,917,807,  or  an  average  of 
$10,409,817  a  month. 

From  December  1,  1918,  to  November  30,  1919,  the 
federal  land  banks  loaned  $134,554,920,  while  the  joint 
stock  land  banks,  the  number  of  which  had  increased 
to  thirty,  loaned  $46,836,757 — a  total  of  $181,391,677, 
or  an  average  for  that  year  of  $15,115,973  a  month. 

From  the  preceding  it  is  seen  that  the  federal  farm 
loan  system  had  made  farm  mortgage  loans  to  the 
amount  of  $336,134,139  from  April  1,  1917,  to  Novem¬ 
ber  30,  1919,  or  an  average  for  the  period  of  $10,504,192 
a  month.  About  40  per  cent  of  this  amount  was  an 
increase  in  farm  mortgage  debt.  About  one  month 
thereafter  the  census  statistics  were  taken,  so  that  this 
amount  of  federal  farm  loans  must  be  regarded  as  being 
included  in  the  total  farm  mortgage  debt  of  the  nation 
as  reported  by  the  Census  of  1920. 
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Period  of  reduced  activity.  > 

The  suit  to  contest  the  constitutionality  of  the  Farm 
Loan  Act  was  instituted  in  August,  1919,  and  was  not 
finally  adjudicated  until  February  28,  1921 — a  period  of 
practically  eighteen  months.  Even  after  the  suit  had 
been  decided,  it  took  about  two  months  longer  to  bring 
the  loaning  operations  of  the  system  once  more  in  full 
operation. 

During  this  time  of  reduced  activity,  the  banks  did 
not  completely  cease  lending  on  farm  mortgages  for  two 
reasons:  First,  because  both  kinds  of  land  banks  had 
made  certain  commitments  on  loans  and  felt  constrained 
to  carry  out  their  obligations  with  the  money  on  hand 
from  preceding  sales  of  bonds;  and,  secondly,  because 
Congress  passed  a  special  resolution  early  in  1920  au¬ 
thorizing  the  Secretary  of  the  Treasury  to  purchase  a 
limited  amount  of  federal  land  bank  bonds  to  enable 
those  banks  to  complete  the  loans  they  had  already  ap¬ 
proved.  Under  this  resolution  $45,400,000  of  5  per  cent 
bonds  were  purchased  by  the  United  States  Treasury. 

Under  these  circumstances  the  loans  made  by  the  land 
banks  were  more  restricted  than  had  been  the  case  the 
preceding  year.  From  December  1,  1919,  to  the  close  of 
the  year  1920— a  period  of  thirteen  months— the  federal 
land  banks  loaned  $67,671,207  and  the  joint  stock  land 
banks  $23,832,284— a  total  of  $91,503,491,  or  an  average 
of  $7,038,730  a  month. 

In  the  meantime  the  agricultural  crisis  had  begun 
and  continued  for  at  least  six  months  when  the  lending 
activities  of  the  federal  farm  loan  system  were  at  their 
lowest  ebb.  This  was  from  November,  1920,  to  the  end 
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of  April,  1921,  during  which  time  loaning  operations 
were  practically  at  a,  standstill.  These  banks,  therefore, 
were  not  able,  a®  were  the  life  insurance  companies,  to 
meet  the  urgent  demands  of  agriculture  for  increased 
mortgage  credit  during  the  first  six  months  of  the  agri¬ 
cultural  crisis. 

Period  of  normal  mortgage  credit. 

The  real  proof  of  the  normal  mortgage  credit  capacity 
of  the  federal  farm  loan  system  is  evidenced  by  the 
first  year’s  lending  operations  after  the  decision  by  the 
Supreme  Court  of  the  United  States — that  is,  from  May 
1,  1921,  to  April  30,  1922.  The  court’s  decision  quieted 
all  doubt  as  to  the  legality  of  the  tax-exempt  feature  of 
farm  loan  bonds,  the  sale  of  which  is  the  source  of  funds 
for  lending  to  farmers  on  mortgage  security.  This  gave 
the  bonds  a  ready  sale  in  the  open  market  which  quickly 
absorbed  all  bonds  offered  for  sale  by  the  banks  of  the 
system. 

A  vast  number  of  applications  for  loans  had  been 
approved  by  the  banks  during  the  six  months  of  practical 
inactivity,  and  thousands  of  farmers  were  in  need  of 
money  as  a  result  of  the  agricultural  crisis.  This  need 
was  probably  felt  the  greatest  in  the  spring  of  1921  when 
the  crisis  was  at  its  height.  The  machinery,  therefore, 
of  twelve  federal  land  banks  and  about  twenty-five  joint 
stock  land  banks  was  ready  for  active  operation,  funds 
being  available  in  abundance  through  the  sale  of  bonds. 
The  investing  public  not  only  fully  realized  that  farm 
loan  bonds  were  a  safe  and  sound  investment  after  the 
court’s  decision,  but  by  purchasing  them  investors  were 
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to  the  extent  of  their  investments  relieved  from  the  pay¬ 
ment  of  taxes  thereon — an  inducement  of  no  small  weight 
with  the  average  citizen  having  money  to  invest. 

The  farm  mortgage  loans  made  by  the  land  banks 
from  May  1, 1921,  to  April  30, 1922,  totaled  $192,782,139. 
Of  this  vast  sum,  the  federal  land  banks  loaned  $157,- 
019,152  and  the  joint  stock  land  banks  $35,762,987 — an 
average  of  $16,065,178  a  month,  which  may  be  regarded 
as  the  normal  rate  of  lending  money  to  farmers  on  mort¬ 
gage  security  by  the  federal  farm  loan  system.  This  is 
nearly  a  million  dollars  a  month  in  excess  of  the  normal 
advancement  of  funds  by  all  life  insurance  companies. 
This  fact  alone  proves  that  the  federal  farm  loan  system 
had  grown  to  be  within  five  years  the  greatest  money- 
lending  institution  on  farm  mortgages  in  the  United 
States. 

The  total  amount  of  loans  made  by  the  land  banks 
during  the  past  six  years  bears  out  this  contention.  At 
the  close  of  business  on  June  30,  1923,  the  federal  land 
banks  had  on  their  books  mortgage  loans  amounting  to 
$744,656,865  and  the  joint  stock  land  banks  $352,653,130 
— a  total  of  $1,097,309,995.  In  six  years,  therefore,  this 
system  had  made  farm  mortgage  loans  to  the  extent  of 
nearly  90  per  cent  of  the  amount  of  farm  mortgages 
accumulated  by  all  life  insurance  companies  during  the 
whole  period  of  their  existence,  and  some  of  these  com¬ 
panies  have  been  engaged  in  business  for  more  than  half 
a  century. 

These  facts  and  figures  make  it  evident  that  the  federal 
farm  loan  system  has  developed  into  the  greatest  farm 
mortgage  credit  institution  in  the  world.  When  later 
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are  set  forth  its  advantages  over  any  other  plan  of  farm 
mortgage  credit,  it  will  be  seen  to  offer  a  hope  of  financial 
salvation  to  farmers  who  are  struggling  under  the  burden 
of  farm  mortgage  indebtedness.  The  relief  it  has  brought 
to  farmers  in  the  matter  of  making,  carrying,  and  repay¬ 
ing  their  mortgages  constitutes  a  very  marked  improve¬ 
ment  over  credit  conditions  which  prevailed  before  the 
advent  of  this  great  farm  mortgage  credit  system.  It 
is  today  one  of  the  chief  sources  of  credit  now  available 
to  farmers  in  all  parts  of  the  United  States. 


CHAPTER  V 


RECENT  INCREASE  IN  FARM  MORTGAGE  DEBT 

The  reverse  side  of  credit  is  debt.  The  claim  that 
farmers  have  not  been  adequately  financed  in  the  past 
is  clearly  disproved  by  the  record  of  their  credit  facilities 
presented  in  the  preceding  chapter.  There  the  sources 
of  credit  rather  than  the  extent  of  indebtedness  were 
particularly  emphasized.  The  latest  statistics  of  actual 
farm  mortgage  debt,  together  with  some  estimates  of 
its  increase  since  the  Census  of  1920  was  taken,  must 
now  be  presented.  The  object  is  to  indicate  a  possible 
means  of  relief  from  the  burdens  of  debt  which  the 
promotion  of  agriculture  will  make  practically  impera¬ 
tive  in  the  near  future. 

CENSUS  STATISTICS  OF  1920 

The  amounts  of  farm  mortgage  debt  in  the  years  1910 
and  1920  are  presented  below  for  comparative  purposes. 
Those  figures  are  well  worthy  of  careful  study.  They 
reveal  to  what  extent  farmers  have  taken  advantage 
of  mortgage  credit,  and  they  foreshadow  the  financial 
problems  which  confront  this  great  industry  that  is  so 
essential  to  the  general  welfare  of  the  nation. 

The  amounts  of  farm  mortgage  debt  are  given  by 
states  in  alphabetical  order.  The  figures  relate  only  to 
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farms  operated  by  their  owners  who  reported  the  amount 
of  debt  on  their  farms.  When  owners  hired  and  operated 
additional  land,  the  debt  on  those  farms  is  not  included. 
It  is  evident,  therefore,  that  the  actual  amount  of  farm 
mortgage  debt  was  even  greater  than  Table  II  indicates 
on  pages  56  and  57. 

In  gathering  the  data  presented  in  the  preceding  table, 
no  attempt  was  made  by  the  Bureau  of  the  Census  to 
secure  information  with  regard  to  the  mortgage  debt  on 
farms  operated  by  managers  and  tenants;  and,  as  stated 
before,  the  amount  of  mortgage  debt  was  tabulated  only 
for  those  farms  which  consisted  wholly  of  land  owned 
by  the  operator,  excluding  farms  whose  operators  hired 
additional  land.  The  actual  extent,  then,  that  farm 
mortgage  credit  has  been  granted  in  the  past  can  not  be 
stated  with  certainty.  The  facts  presented,  however, 
do  show  that  the  farm  mortgage  debt  is  enormous  and 
must  necessarily  be  far  in  excess  of  the  statistics  actually 
reported  by  the  Bureau  of  the  Census.  These  figures 
in  themselves  are  startling  enough  as  indicative  of  the 
increasing  burden  of  debt,  with  all  its  attendant  depress¬ 
ing  consequences,  which  agriculture  is  now  carrying  and 
which  it  is  likely  to  have  to  carry  for  a  long  time  in  the 
future. 

Now,  briefly,  let  us  look  at  some  of  the  salient  facts 
presented  by  the  foregoing  table.  The  number  of  farms 
operated  by  their  owners,  for  which  the  amount  of  mort¬ 
gage  debt  was  reported  in  1920,  was  1,193,047,  as  com¬ 
pared  with  1,006,511  in  1910,  an  increase  of  186,536 
mortgaged  farms,  or  18.6  per  cent.  The  amount  of  debt 
reported  was  $4,003,767,192,  as  against  $1,726,172,851 
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in  1910,  an  increase  of  $2,277,594,341,  or  132  per  cent. 
In  contrast,  the  average  price  of  the  mortgaged  farms 
increased  117.6  per  cent  during  the  decade. 

The  states  reporting  the  largest  amount  of  farm  mort¬ 
gage  debt  in  1920  were  as  follows:  Iowa,  $489,816,739; 
Wisconsin,  $354,574,391;  Minnesota,  $254,475,222;  Cali¬ 
fornia,  $224,063,903;  Missouri,  $216,463,380;  and  Illinois, 
$197,211,841.  On  the  other  hand  the  states  reporting  the 
highest  average  debt  to  a  farm  were  Iowa  with  $9,358; 
Nevada,  $8,499;  Nebraska,  $7,025;  South  Dakota,  $6,402; 
California,  $6,001;  Arizona,  $5,441;  and  Illinois,  $5,379. 

The  greatest  relative  increases  in  farm  mortgage  debt 
took  place  in  the  so-called  mountain  states,  Montana 
showing  a  debt  more  than  seven  times  as  large  in  1920 
as  in  1910.  Notable  relative  increases  were  made  also 
in  Arkansas,  California,  Florida,  and  Tennessee.  The 
largest  absolute  increase  was  in  Iowa — from  $204,242,722 
in  1910  to  $489,816,739  in  1920,  an  increase  of  $285,- 
574,017,  which  is  more  than  the  total  farm  mortgage 
debt  in  1920  of  any  other  state  except  Wisconsin.  If 
these  figures  as  to  mortgage  debt  on  farms  are  at  all 
representative  of  what  the  future  has  in  store,  then  it 
is  certain  that  agriculture  will  have  to  carry  for  many 
years  the  greatest  financial  burden  of  any  industry  in 
the  world. 

If  the  foregoing  table  presented  the  final  limits  of  the 
debt  burden  agriculture  has  to  carry,  there  would  be 
some  hope  that  it  could  be  extinguished  by  amortization 
over  a  long  period  of  time  without  any  excessive  drain 
on  the  income  of  those  farmers  who  have  mortgages  on 
their  farms.  Unfortunately,  however,  evidence  is  at 
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hand  which  indicates  that  the  mortgage  debt  on  farms 
has  increased  tremendously  since  1920.  It  will  be  advisa¬ 
ble,  therefore,  to  ascertain  to  the  best  of  our  ability  to 
what  extent  agriculture  has  recently  been  burdened  with 
increased  indebtedness  as  a  result  of  the  great  depression 
which  afflicted  the  industry  after  the  census  statistics 
were  taken.  In  this  way  a  complete  picture  of  the  extent 
that  farmers  have  had  to  mortgage  their  future  incomes 
will  be  brought  into  mental  focus. 

REFUNDING  PERSONAL  WITH  MORTGAGE  LOANS 

Very  direct  evidence  has  become  available  since  the 
census  statistics  were  taken  on  the  increase  in  mortgage 
debt  on  individual  farms.  To  the  figures  on  debt  incurred 
during  the  ten  years,  1910  to  1920,  which  included  a 
comparatively  normal  as  well  as  an  intensified  period  of 
agricultural  prosperity,  there  must  now  be  added  the  fig¬ 
ures  on  the  increase  in  farm  mortgage  debt  as  a  result  of 
a  period  of  unprecedented  agricultural  depression.  This 
not  only  led  to  an  increase  in  the  debt  already  existing 
on  particular  farms,  but  compelled  many  farmers  for 
the  first  time  during  their  ownership  to  mortgage  their 
farms  and  many  others  to  refund  short-time  personal 
debts  into  long-time  mortgage  debts.  The  effects  have 
been  a  great  reduction  in  the  equity  a  farmer  has  in  his 
farm  and  a  greater  drain  on  his  already  diminished 
income. 

The  number  of  mortgaged  farms  during  the  past  census 
decade  is  not  capable  of  accounting  for  the  increase  in 
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the  average  debt  on  farms  from  $1,715  in  1910  to  $3,356 
in  1920.  This  is  an  average  increase  of  nearly  96  per 
cent  of  debt  on  each  mortgaged  farm  as  compared  with 
an  average  increase  in  number  of  mortgaged  farms  of 
11.4  per  cent.  Some  other  explanation,  therefore,  must 
be  sought  to  account  for  the  increase  in  the  average 
mortgage  debt  on  each  farm,  and  the  explanation  seems 
to  lie  in  the  direction  of  the  increasing  unprofitableness 
of  farming.  The  increase  in  the  average  mortgage  debt 
on  farms  occurred  during  a  decade  the  greater  part  of 
which  is  regarded  as  representative  of  normal  agricultural 
and  business  conditions,  while  the  last  four  or  five  years 
were  characterized  by  unusual  agricultural  prosperity 
because  of  the  increased  prices  for  farm  products  as  a 
result  of  the  great  European  war.  Nevertheless,  farmers 
had  to  increase  the  debt  on  their  farms  for  one  reason  or 
another — a  debt  which  high  prices  for  their  products 
were  unable  to  diminish  or  wipe  out  before  the  crisis 
came  and  cast  its  lingering  shadows  over  the  whole  agri¬ 
cultural  industry. 

The  federal  farm  loan  system  furnishes  direct  evidence 
on  the  increase  of  personal  and  mortgage  debt  on  indi¬ 
vidual  farms  since  the  census  statistics  were  taken.  As 
previously  outlined,  this  system  of  mortgage  credit 
includes  practically  every  county  in  the  United  States. 
Two  kinds  of  land  banks  make  loans  ranging  from  $100 
to  $50,000,  to  every  type  of  farmer,  and  on  high-priced 
as  w~ell  as  on  low-priced  farms.  The  applications  for 
loans  and  the  appraisers’  reports  under  this  system  supply 
detailed  information  as  to  the  purposes  for  which  the 
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money  is  borrowed,  the  amount  of  both  personal  and 
mortgage  indebtedness  owed  by  the  farmer,  and  in  many 
instances  the  reasons  which  compelled  the  borrower 
either  to  increase  the  amount  of  his  loan  or  to  transfer 
an  existing  debt  with  one  loan  agency  to  the  federal 
farm  loan  system. 

The  papers  connected  with  every  individual  loan  are 
sent  to  the  Federal  Farm  Loan  Bureau  for  examination 
to  determine  whether  or  not  the  loans  conform  to  the 
provisions  of  the  law  in  order  that  the  notes  and  mort¬ 
gages  representing  each  loan  may  be  used  by  the  bank 
making  the  loan  as  a  basis  for  an  issue  of  farm  loan 
bonds.  These  papers,  then,  contain  reliable  data  from 
original  sources  as  to  existing  agricultural  conditions  and 
particularly  as  to  the  credit  and  debt  problems  of  indi¬ 
vidual  farmers. 

A  study  of  thousands  of  these  papers  submitted  for 
examination  by  the  various  federal  and  joint  stock  land 
banks  reveals  the  fact  that  the  effects  of  the  agricultural 
crisis  are  not  confined  to  any  particular  type  of  farming 
nor  to  any  part  of  the  country,  but  are  quite  general 
in  their  scope  and  range.  As  to  the  increase  of  debt  on 
individual  farms,  three  general  tendencies  are  notice¬ 
able,  namely:  (1)  That  many  farmers  have  had  to 
mortgage  their  farms  for  the  first  time  since  their  own¬ 
ership;  (2)  that  others  have  had  to  increase  the  amount 
of  mortgage  debt  on  their  farms  to  pay  interest,  taxes, 
and  current  farm  and  family  expenses;  and  (3)  that  in 
some  states  by  far  the  largest  part  of  the  new  money 
going  into  farm  mortgages  has  been  for  the  purpose  of 
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refunding  short-time  or  personal  loans  into  long-time  or 
mortgage  loans. 

INCREASE  OF  DEBT  ON  MODERATE-PRICED  FARMS 

In  order  to  show  these  general  tendencies,  data  were 
compiled  on  two  sets  of  papers  submitted  for  issues  of 
bonds — one  each  from  a  federal  land  bank  and  a  joint 
stock  land  bank.  The  states  included  within  the  federal 
land  bank  district  were  Delaware,  Pennsylvania,  Mary¬ 
land,  Virginia,  and  West  Virginia.  In  those  states  good 
plow  lands  in  1921  are  regarded  as  being  moderate  in 
price  according  to  figures  compiled  by  the  United  States 
Department  of  Agriculture  which  place  them  at  $70  an 
acre  in  the  three  last  states  mentioned,  $72  in  Delaware, 
and  $81  in  Pennsylvania.  In  the  case  of  the  joint  stock 
land  bank,  the  two  states  included  are  reported  as  having 
practically  the  highest  prices  for  good  plow  lands  in  the 
United  States,  the  figures  being  $195  an  acre  in  Illinois 
and  $238  in  Iowa. 

The  facts  as  to  debt  refunding  and  debt  increase  by 
individual  farmers  in  these  cases  are  representative  of 
what  has  happened  and  is  still  going  on  throughout  the 
country  irrespective  of  the  prices  placed  on  farms  and 
farm  lands.  A  summary  of  the  tabulated  data  on  loans 
made  in  the  federal  land  bank  district  is  as  follows : 

There  were  fifty-three  applications  for  loans  exam¬ 
ined  and  the  amounts  granted  totaled  $154,900.  The 
maximum  loan  was  for  $8,500  and  the  minimum  $300. 
The  dates  of  the  applications  extended  from  August, 
1921,  to  April,  1922,  which  indicated  the  prevailing  debt 
conditions  of  farmers  as  a  result  of  the  agricultural  crisis 


64  Farm  Credits  in  the  United  States  and  Canada 

of  1920-21.  Of  the  total  amount  of  loans  granted, 
$84,940,  or  nearly  55  per  cent,  was  for  replacing  with 
the  federal  farm  loan  system  mortgage  indebtedness  then 
held  by  other  lending  agencies.  The  new  money  advanced 
for  loans  on  the  fifty-three  farms  was  $51,825,  and  the 
existing  mortgage  indebtedness  was  increased  thereon 
to  that  extent,  or  practically  61  per  cent.  Of  this  new 
money  going  into  farm  mortgage  debt,  the  sum  of 
$31,435,  or  60.5  per  cent,  was  to  refund  short-time  per¬ 
sonal  loans  into  long-time  mortgage  loans  by  twenty- 
four  of  the  fifty-three  farmers.  The  range  of  the  loans 
was  from  a  minimum  of  $125  to  a  maximum  of  $3,500. 

Of  the  twenty-four  personal  loans  thus  refunded  into 
mortgage  loans,  six  of  them  were  for  additional  loans 
made  to  previous  borrowers  of  the  federal  land  bank 
who  had  been  unable  to  pay  taxes,  installments  on  exist¬ 
ing  mortgages,  and  current  expenses.  The  chief  reason 
given  for  existing  personal  indebtedness  was  the  financial 
loss  sustained  from  farming  operations  in  preceding 
years.  Besides  the  $31,435  of  personal  debt  refunded 
into  mortgage  debt,  other  purposes  which  led  to  an 
increase  in  farm  mortgage  indebtedness  of  $51,825  were 
to  buy  more  land,  make  improvements,  purchase  equip¬ 
ment,  and  pay  current  expenses.  The  one  outstanding 
cause  of  more  borrowing,  however,— which  required  more 
money  than  all  the  other  purposes  put  together, — was 
the  unprofitableness  of  farming.  This  condition  had 
prevailed  during  the  preceding  census  decade  and  had 
been  greatly  intensified  during  the  years  covered  by  the 
agricultural  crisis. 
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INCREASE  OF  DEBT  ON  HIGH-PRICED  FARMS 

What  has  been  said  concerning  the  increase  of  debt 
on  the  part  of  those  farmers  who  are  in  moderate  finan¬ 
cial  circumstances  as  to  the  valuation  of  their  farms  and 
the  income  derived  therefrom  is  equally  applicable  to 
those  persons  on  high-priced  farms  and  whose  income, 
if  measured  in  terms  of  estimated  capitalization,  ought 
to  be  sufficient  to  meet  all  operating  expenses,  provide 
a  satisfactory  labor  income,  and  pay  interest  on  existing 
indebtedness. 

The  data  compiled  from  applications  for  loans  from 
this  class  of  farmers,  which  applications  were  offered  as 
a  basis  for  an  issue  of  bonds  by  the  joint  stock  land  bank 
which  has  made  the  greatest  amount  of  loans  in  the  two 
states  of  Illinois  and  Iowa,  are  presented  in  Table  III 
on  page  66. 

To  students  of  rural  credits  and  others  interested  in 
the  future  welfare  of  agriculture  as  a  profitable  industry 
and  as  the  basis  of  national  prosperity,  the  data  in  the 
following  table  are  deserving  of  serious  consideration. 
They  summarize  information  as  to  what  farmers  on  high- 
priced  lands  are  compelled  to  do  in  order  to  keep  their 
farms  in  operation,  namely,  to  increase  their  already 
heavy  indebtedness. 

The  amount  granted  in  loans  to  twenty-two  farmers 
by  the  joint  stock  land  bank  totaled  $261,000.  Of  these, 
five  ranged  from  $20,000  to  $30,000.  The  total  amount 
of  loans  gave  an  average  indebtedness  on  these  high- 
priced  farms  of  $10,864  as  compared  with  an  average 
of  $2,923  on  the  fifty-three  moderate-priced  farms  on 
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which  loans  were  made  by  a  federal  land  bank.  In  many 
cases,  however,  the  above  data  do  not  represent  either 
the  total  mortgage  or  personal  indebtedness  of  the  par- 


Table  III. — Summary  of  the  debt  and  other  purposes  of  loans  made 
to  farmers  in  Illinois  and  Iowa 


No. 

Date 

Loan 

granted 

Debt  purposes 

Increase 

in 

mortgage 

debt 

Other  purposes 

Mortgage 

Personal 

1921 

1.. 

Nov. 

$7,500 

$3,300 

$4,200 

$4,200 

1922 

2.  . 

March 

5,000 

5,000 

Buy  land,  $5,000 

3.  . 

March 

22,500 

22,500 

4.  . 

April 

7,000 

7,000 

5.  . 

April 

14,500 

14,500 

6.  . 

April 

28,000 

28,000 

7.  . 

April 

4,000 

2,800 

1,200 

1,200 

8. . 

April 

16,000 

10,000 

16,000 

Improvements, 

$6,000 

9.. 

April 

12,000 

12,000 

equipment. 

$3,000 

10. . 

April 

4,000 

4,000 

4,000 

11. . 

April 

28,000 

20,000 

8,000 

8,000 

12.. 

April 

4,000 

4,000 

4,000 

13. . 

April 

15,000 

14,000 

1,000 

1,000 

14.  . 

April 

4,000 

4,000 

15. . 

April 

2,500 

2,500 

16.. 

April 

6,000 

6,000 

Improvements, 

$6,000 

17.  . 

April 

30,000 

30,000 

18.  . 

April 

11,000 

11,000 

11,000 

19.  . 

May 

7,500 

2,500 

5,000 

5,000 

20.  . 

May 

6,500 

6,150 

350 

350 

21.  . 

May 

20,000 

16,000 

4,000 

4,000 

22.  . 

May 

6,000 

1,000 

6,000 

Buy  land,  $5,000 

Total 

$261,000 

$173,250 

$53,750 

$87,750 

$34,000 
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ticular  farmers,  as  several  of  them  were  unable  to  refund 
all  their  indebtedness  by  borrowing  through  the  federal 
farm  loan  system. 

The  amount  thus  refunded  from  old  to  new  mortgage 
debt  was  $173,250,  or  66.4  per  cent;  while  the  increase 
in  farm  mortgage  debt  was  $87,750,  or  50.7  per  cent. 
Twelve  of  the  twenty-two  farmers  procuring  loans,  or 
54.5  per  cent,  had  to  refund  personal  with  mortgage  debt. 
The  short-time  personal  indebtedness  replaced  by  long¬ 
time  mortgage  indebtedness  totaled  $53,750,  or  61.2  per 
cent,  as  compared  with  $34,000,  or  $38.8  per  cent,  which 
was  borrowed  to  buy  land,  purchase  equipment,  and 
make  improvements.  Thus  the  new  money  which  was 
invested  in  productive  agriculture,  from  which  it  was 
to  be  expected  an  additional  income  would  be  derived, 
constituted  only  13  per  cent  of  the  total  amount  loaned. 

In  terms  of  dollars  and  cents,  the  conditions  of  agri¬ 
culture  as  represented  by  the  preceding  table  are  $34,000 
new  investment  for  productive  purposes  as  compared 
with  $227,000  for  refunding  old  mortgage  and  recent 
personal  indebtedness,  with  the  total  indebtedness  in¬ 
creased  to  $261,000.  This  shows  that  more  than  seven- 
and-a-half  times  as  much  money  was  borrowed  which 
will  constitute  a  drain  on  income  than  was  procured  for 
productive  purposes  from  which  an  increase  of  income 
could  be  expected.  On  the  basis  of  6  per  cent  interest 
in  each  case,  the  constant  drain  on  income  on  $261,000 
would  be  $15,660  a  year  as  compared  with  a  possible 
increase  of  income  of  $2,040  on  the  $34,000  borrowed 
for  productive  purposes.  If  the  unprofitableness  of  agri¬ 
culture  is  the  chief  cause  of  increasing  indebtedness  on 
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farms,  as  it  seems  to  be,  and  for  which  no  adequate 
remedy  has  been  advocated,  it  is  plain  enough  that  the 
majestic  Ship  of  State,  which  depends  so  much  on  the 
great  industry  of  agriculture  for  national  prosperity,  is 
slowly  but  surely  drifting  toward  the  rocks  of  financial 
wreck  and  ruin.  This  is  the  lesson  of  increasing  mortgage 
debt  on  American  farms. 

ESTIMATES  OF  MORTGAGE  DEBT 

The  most  unfortunate  feature  of  the  refunding  of  per¬ 
sonal  into  mortgage  debts  lies  in  the  fact  that  the  former 
were  generally  incurred  either  for  productive  purposes 
or  to  pay  current  expenses  for  farm  and  family  life. 
That  neither  in  many  cases  proved  as  profitable  as  was 
anticipated  is  shown  by  the  great  increase  in  mortgage 
debt  during  the  decade  1910  to  1920,  but  particularly 
so  since  January  1,  1920,  when  the  census  statistics  were 
taken. 

As  a  general  rule,  farmers  expect  to  pay  short-time 
personal  loans  on  maturity  from  the  annual  profits  of 
their  business,  and  both  borrowers  and  lenders  base  their 
calculations  on  the  realization  of  this  expectation.  When, 
however,  for  one  reason  or  another,  a  farmer  is  compelled 
to  ask  for  an  extension  of  time  because  of  inability  to 
pay  his  short-time  loans,  his  credit  is  to  that  extent 
curtailed  for  the  succeeding  year  and  his  future  income 
also  thereby  more  heavily  mortgaged.  But  when  by 
necessity  he  is  driven  to  refund  short-time  personal  loans 
into  long-time  mortgage  indebtedness,  as  has  been  quite 
generally  the  case  during  and  since  the  agricultural  crisis, 
his  prospects  of  being  able  to  recover  his  former  credit 
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standing  can  only  be  brightened  by  making  his  industry 
exceptionally  profitable  for  succeeding  years  or  by  low¬ 
ering  the  costs  of  borrowing  money.  How  difficult  a 
problem  this  will  be  for  the  average  farmer,  in  view  of 
business,  financial,  and  political  conditions  at  home  and 
abroad,  may  be  realized  if  one  faces  the  facts  as  to  the 
great  financial  burden  agriculture  has  to  bear  as  a  result 
of  the  recent  agricultural  crisis. 

To  what  extent,  then,  has  farm  mortgage  debt  increased 
since  the  census  statistics  were  taken?  No  definite 
answer  to  this  question  is  possible  at  the  present  time. 
Estimates  have  been  made  by  reliable  institutions  which 
indicate  conclusively  that  the  two  crisis  years  of  1920 
and  1921  have  involved  agriculture  in  an  interest-bearing 
debt  so  enormous  that  it  will  be  a  tremendous  financial 
strain  on  the  industry  for  many  years  at  least,  if  not 
for  many  generations,  in  the  future. 

The  two  most  reliable  sources  of  information  on  the 
increase  in  farm  mortgage  debt  are  the  United  States 
Department  of  Agriculture  and  the  Farm  Mortgage 
Bankers’  Association  of  America.  In  1921  the  former 
sent  out  a  questionnaire  with  a  view  of  ascertaining  the 
approximate  mortgage  indebtedness  on  American  farms. 
On  the  basis  of  the  returns  from  this  inquiry,  the  esti¬ 
mated  total  farm  mortgage  debt  at  the  close  of  1920  was 
placed  at  $8,556,800,000. 

Definite  figures  have  already  been  presented  as  to  the 
increase  of  mortgage  loans  made  by  life  insurance  com¬ 
panies  and  by  the  banks  operating  under  the  federal 
farm  loan  system.  Another  important  source  of  funds 
for  farm  loans  are  national,  state,  and  savings  banks 
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taken  collectively.  While  the  law  limits  the  amount  of 
its  capital  and  deposits  any  bank  can  lend  on  real  estate, 
when  considered  as  a  national  lending  institution,  the 
different  kinds  of  banks  other  than  the  land  banks  prob¬ 
ably  invest  more  money  in  farm  mortgages  than  any 
other  single  or  collective  lending  institution.  This  is 
borne  out  by  the  figures  offered  by  the  United  States 
Department  of  Agriculture.  Of  the  total  estimated 
amount  of  farm  mortgage  debt,  no  less  than  $1,447,- 
482,926,  or  17  per  cent,  was  held  by  the  different  kinds 
of  banks.  In  commenting  on  these  estimates,  Bulletin 
No.  1047  says: 

The  figures  for  estimated  total  farm  mortgage  indebt¬ 
edness  ...  are  based  on  the  assumption  that  in  each 
state  all  farms  are  on  the  average  mortgaged  to  the  same 
percentage  of  their  value  as  are  the  owner-operated  farms 
for  which  data  are  available.  This  is  a  somewhat  bold 
assumption,  as  no  comprehensive  study  has  been  made 
of  the  relative  amount  of  indebtedness  on  owner-operated 
farms  as  compared  with  that  on  farms  of  other  tenures. 
It  seems  probable  that  these  figures  are  somewhat  high 
for  many  states,  or,  in  other  words,  that  they  represent 
the  maximum  rather  than  the  actual  amount.” 

In  January,  1922,  the  Farm  Mortgage  Bankers’  Asso¬ 
ciation  of  America  issued  a  bulletin  setting  forth  among 
other  things  data  carefully  collected  by  business  statis¬ 
ticians  which  showed  that  the  total  mortgage  debt  on 
farms  in  the  United  States  was  in  excess  of  $8,000,000,- 
000.  Estimates  based  on  statistics  furnished  by  members 
of  the  association,  comprising  nearly  300  companies, 
showed  that  they  carried  on  their  books  at  the  beginning 
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of  1922  live  farm  mortgage  loans  amounting  considerably 
in  excess  of  two  billion  dollars.  A  summarized  state¬ 
ment  of  the  relative  proportions  loaned  by  the  different 
agencies  is  as  follows: 


Date  Mortgage  Agency  Amount 

Oct.  31,1921  Insurance  companies .  $1,247,300,000 

Dec.  31,  1921  Farm  Mortgage  Bankers’  Associa¬ 
tion  .  2 , 000 , 000 , 000 

Dec.  31,  1921  Other  farm  loan  companies .  1,200,000,000 

Nov.  30,  1921  Federal  farm  loan  system .  496,908,028 

Dec.  31,  1921  Local  investors,  private  lenders, 

and  banks  not  otherwise  specified  3,100, 000 , 000 

Total . $8,044,208,028 

In  commenting  on  these  estimates,  the  bulletin  from 
which  the  figures  are  taken  states :  “There  is  some  dupli¬ 


cation  in  these  figures  because  a  large  proportion  of  the 
mortgages  owned  by  life  insurance  companies  were  fur¬ 
nished  by  members  of  the  Farm  Mortgage  Bankers’ 
Association  and  are  carried  on  their  books  as  live  loans. 
But  the  duplication  is  more  than  made  up  by  the  actual 
excess  of  mortgages  above  $8,000,000,000.” 

On  the  basis  of  these  two  estimates  by  the  United 
States  Department  of  Agriculture  and  the  Farm  Mort¬ 
gage  Bankers’  Association  of  America,  together  with 
the  figures  already  presented  on  the  rate  that  loans  on 
farm  mortgage  were  actually  being  made  by  the  most 
important  money-lending  agencies,  it  seems  probable 
that  the  farm  mortgage  indebtedness  in  the  United 
States  on  January  1,  1922,  was  not  less  than  $8,000,- 
000,000  and,  possibly,  was  in  excess  of  that  enormous 
sum.  Investigations  since  made  by  the  Bureau  of  the 
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Census  show  that  the  debts  of  farmers  have  greatly 
increased  from  January  1,  1922,  to  May  1,  1923. 

REPAYMENT  OF  MORTGAGE  INDEBTEDNESS 

If  these  figures  are  taken  as  being  approximately  cor¬ 
rect,  then  the  interest  annually  paid  by  American  farm¬ 
ers  on  their  mortgage  indebtedness  at  6.1  per  cent,  the 
average  rate  reported  by  the  Census  of  1920,  amounts 
to  $560,000,000.  This  is  a  drain  on  income  which  farm¬ 
ers  can  not  escape,  probably  half  of  which  was  added 
within  three  years  after  the  time  the  census  statistics 
were  taken.  It  represents  the  minimum  annual  contri¬ 
bution  of  farmers  for  the  use  of  capital  which  has  in 
many  instances  proven  unprofitable  but  which,  like  taxes, 
must  be  paid  or  the  farmer’s  right  to  the  remainder  of 
his  property  becomes  questioned  by  threatened  fore¬ 
closure. 

The  amount  annually  paid  as  interest  on  farm  mort¬ 
gage  loans  is  insignificant  compared  with  the  enormous 
indebtedness  itself.  How  that  indebtedness  will  ever  be 
paid,  with  the  prospect  of  diminishing  returns  from  year 
to  year  as  farm  capital  depreciates  by  use  in  crop  and 
live-stock  production,  presents  a  problem  which  is  a 
cause  of  great  anxiety  as  to  the  future  welfare  of  agricul¬ 
ture  and  the  nation.  It  looks  very  much  as  though 
farmers  are  being  driven  into  a  condition  of  perpetual 
financial  bondage  from  which  only  temporary  relief  can 
be  afforded  by  reducing  other  necessary  drains  on  income. 

The  great  farm  mortgage  lending  agencies  in  the 
United  States  are  not  desirous  of  having  a  number  of 
farms  thrown  on  their  hands  because  of  the  foreclosure 


Recent  Increase  in  Farm  Mortgage  Debt  73 

of  farm  mortgages.  What  they  want  and  must  have  is 
the  interest  on  their  loans  in  order  to  pay  bondholders, 
maturing  policies,  and  other  financial  obligations.  As 
long  as  individual  farmers  meet  their  interest  payments, 
they  are  not  harassed  by  these  agencies  when  the  time 
approaches  for  the  renewal  of  their  mortgages.  In  fact, 
the  greater  number  of  farm  mortgage  loans  are  made 
for  three  or  five  years  in  expectation  of  their  renewal 
and  the  collection  of  a  new  commission.  While  this 
necessarily  increases  the  cost  of  borrowing  and  reduces 
the  farmer’s  net  income,  nevertheless  farmers  as  a  rule 
are  not  mentally  distressed  by  the  dread  of  foreclosure 
when  the  mortgages  are  held  by  life  insurance  companies 
and  other  large  money-lending  institutions. 

There  are  today,  however,  many  land  speculators  and 
real-estate  dealers  who  make  farm  mortgage  loans  with 
no  other  object  in  view  than  to  fleece  their  victims  of 
their  last  dollar.  This  is  readily  and  legally  accom¬ 
plished  by  making  mortgage  conditions  so  burdensome 
that  only  one  farmer  in  a  thousand  could  possibly  meet 
them  through  the  income  derived  from  the  operation  of 
the  farm.  Hundreds  of  such  cases  have  been  brought 
to  light  by  means  of  applications  for  loans  through  the 
federal  farm  loan  system.  Many  of  these  loans  are  now 
made  for  no  other  purpose  than  to  refund  mortgages 
taken  under  conditions  impossible  of  fulfillment  for  the 
easier  conditions  offered  under  the  federal  system.  These 
easier  conditions  include  a  lower  interest  rate,  no  com¬ 
mission  charges,  and  the  amortization  plan  of  repayment. 
The  last  condition  furnishes  a  real  rainbow  of  promise 
to  farmers  struggling  with  the  problem  of  mortgage  debt. 
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In  many  instances  the  debt  exceeds  the  value  of  the 
owner’s  equity  in  the  property.  In  such  cases  some  of 
the  federal  land  banks  insist  on  dictating  the  terms  of 
the  second  mortgage  before  granting  a  loan  in  order  to 
give  the  borrower  as  much  protection  as  possible  and 
afford  him  an  opportunity  of  paying  off  both  mortgages 
if  such  a  thing  is  possible  even  under  the  easiest  terms 
and  conditions  that  have  been  put  into  practice. 

However,  even  the  amortization  plan  of  repaying  farm 
mortgage  loans  has  its  limitations  in  view  of  the  nature 
of  agriculture,  the  deterioration  of  capital  equipment, 
and  the  magnitude  of  the  debt  itself.  This  is  the  great 
enigma — how  agriculture  as  an  industry  can  be  so  im¬ 
proved  that  it  will  result  in  decreasing  the  mortgage 
indebtedness  on  farms  in  the  future.  This  is  the  problem 
which  state  and  national  legislatures  must  endeavor  to 
solve  if  the  prosperity  of  our  nation  is  to  be  revived  and 
maintained  for  coming  generations. 


CHAPTER  VI 


THE  FEDERAL  SYSTEM  OF  FARM  MORTGAGE 

CREDIT 

The  steps  leading  to  the  enactment  of  the  Federal 
Farm  Loan  Act  began  in  1908  with  the  appointment  of 
the  Country  Life  Commission  by  President  Roosevelt. 
In  its  report  to  the  President  the  commission  expressed 
its  belief  that,  among  the  causes  contributing  to  the 
deficiencies  of  country  life  was  “a  lack  of  any  adequate 
system  of  agricultural  credit  whereby  the  farmer  may 
readily  secure  loans  on  fair  terms,”  and  that  “a  method 
of  cooperative  credit  would  undoubtedly  prove  of  great 
service.” 

This  view  was  favorably  received  by  those  who  saw 
in  the  rural-life  problem  an  economic  cause.  Many 
students  of  the  subject  believed  that  the  conditions  of 
country  life  could  be  made  more  attractive  by  the  adop¬ 
tion  of  a  program  that  would  promote  the  prosperity 
of  the  farmer  and  that  agriculture  could  be  made  more 
profitable  by  a  better  system  of  rural  credits.  Shortly 
thereafter  further  support  was  given  to  this  point  of 
view  by  the  report  of  the  National  Monetary  Commis¬ 
sion  which  contained  a  stimulating  account  of  the  Ger¬ 
man  “landschaft”  system  of  farm  mortgage  credit.  As 
a  matter  of  fact,  this  is  the  real  foundation  of  the  present 
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federal  system  of  farm  mortgage  credit  in  the  United 
States  and  of  the  provincial  systems  in  the  Dominion 
of  Canada. 

Public  interest  in  the  possibilities  of  cooperative  farm 
mortgage  credit  was  gradually  aroused.  Investigations 
of  European  systems  were  undertaken  by  prominent 
organizations  like  the  American  Bankers’  Association 
and  the  Southern  Commercial  Congress.  At  the  request 
of  President  Taft,  who  had  become  convinced  of  the  need 
of  improving  farm  mortgage  credit,  the  American  diplo¬ 
matic  representatives  were  instructed  to  investigate  and 
report  on  the  different  systems  in  operation  in  certain 
European  countries.  About  the  same  time  the  desire  to 
study  at  first  hand  and  to  popularize  the  methods  em¬ 
ployed  by  cooperative  credit  and  marketing  organiza¬ 
tions  led  the  Southern  Commercial  Congress  to  assemble 
the  American  Commission.  And,  finally,  the  United 
States  Commission,  in  cooperation  with  the  American 
Commission,  was  appointed  by  President  Wilson  in  1913 
“to  investigate  and  study  in  European  countries  coopera¬ 
tive  land  mortgage  banks,  cooperative  rural  credit  unions, 
and  similar  organizations  and  institutions  devoting  their 
attention  to  the  promotion  of  agriculture  and  the  better¬ 
ment  of  rural  conditions.” 

Thus  the  movement  for  the  improvement  of  rural 
credits  had  its  origin  in  a  larger  movement  which  sought 
to  improve  agricultural  conditions  through  the  applica¬ 
tion  of  cooperative  principles  to  the  business  of  farming. 
The  subject  of  rural  credits  soon  became  an  independent 
issue.  It  received  the  unqualified  indorsement  of  the 
Democratic,  Republican,  and  “Bull  Moose”  political 
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parties  in  the  national  conventions  of  1912,  and  a  plank 
relating  thereto  was  incorporated  in  each  of  their  plat¬ 
forms.  It  had  at  last  dawned  on  the  American  public 
that  the  commercial  banking  system  was  ill-adapted  to 
the  farmer’s  credit  needs;  that  he  lacked  the  financial 
machinery  enjoyed  by  other  classes  of  business  borrow¬ 
ers;  that  his  rates  of  interest  were  higher  than  those 
paid  by  industrial  corporations,  railroads,  business 
houses,  and  municipalities;  and  that  he  was  compelled 
frequently  to  pay  commission  charges  which  added  from 
3  to  5  per  cent  to  his  cost  of  borrowing  money.  From 
these  agitations  and  investigations  there  was  created  an 
urgent  demand  for  the  adoption  of  some  scheme,  coopera¬ 
tive  or  otherwise,  that  would  greatly  reduce  the  farm¬ 
er’s  rate  of  interest  and  improve  the  conditions  of  his 
industry. 

On  the  return  of  the  United  States  and  American  com¬ 
missions  from  Europe  in  1913,  the  question  of  rural 
credits  came  up  for  legislative  consideration.  That  the 
problem  of  establishing  a  government  system  of  farm 
mortgage  credit  was  a  difficult  one  to  solve  is  shown  by 
the  fact  that  the  first  bill  was  introduced  in  Congress 
on  January  29,  1914,  but  that  the  present  Farm  Loan 
Act  was  not  approved  until  July  17,  1916 — a  legislative 
period  of  about  two  and  a  half  years. 

It  would  serve  no  purpose  in  this  connection  to  outline 
in  detail  the  general  machinery  of  the  federal  farm  loan 
system.  The  Farm  Loan  Act  and  circulars  explanatory 
thereof  have  been  freely  and  widely  distributed  by  the 
Federal  Farm  Loan  Bureau,  Washington,  D.  C.  Atten¬ 
tion  will  be  centered,  therefore,  more  particularly  on 
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the  credit  institutions  created  by  this  system,  the  amount 
of  mortgage  credit  granted,  and  the  benefits  which  have 
resulted  to  farmers  from  their  operation. 

FEDERAL  LAND  BANKS 

The  Farm  Loan  Act  provides  for  two  kinds  of  land 
credit  institutions  for  making  loans  to  farmers,  desig¬ 
nated  federal  land  banks  and  joint  stock  land  banks. 
The  former  may  make  loans  only  through  organizations 
of  farmers  known  as  national  farm  loan  associations 
and  through  agents;  the  latter  may  make  loans  directly 
to  individual  farmers.  The  federal  land  banks,  in  con¬ 
junction  with  the  associations,  are  cooperative  in  charac¬ 
ter;  while  the  joint  stock  land  banks  are  strictly  indi¬ 
vidualistic  so  far  as  the  making  of  loans  is  concerned. 
Supervision  over  this  entire  credit  system  is  conferred 
on  the  Federal  Farm  Loan  Board.  This  board  divided 
continental  United  States  into  twelve  districts  and 
located  a  federal  land  bank  in  each. 

The  minimum  capital  of  each  federal  land  bank  was 
fixed  by  the  act  at  $750,000.  Shares  were  issued  at  $5 
each,  and  they  could  be  purchased  by  individuals,  firms, 
corporations,  state  governments,  and  the  United  States 
government.  In  case  any  part  of  the  minimum  capital 
remained  unsubscribed  thirty  days  after  the  books  of 
subscription  were  opened,  the  Secretary  of  the  Treasury 
was  authorized  to  subscribe  for  the  balance.^ 

The  public,  however,  took  very  little  interest  in  financ¬ 
ing  the  federal  land  banks  by  direct  subscription  to  their 
capital  stock.  This  was  probably  due  to  the  fact  that 
there  were  certain  limitations  to  the  capital  stock  of 
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these  banks  as  an  investment.  These  limitations  were: 
(1)  The  original  capital  stock  of  the  banks  probably 
would  not  pay  dividends  for  a  year  or  two;  (2)  no  voting 
power  is  vested  in  the  stock  except  those  shares  held  by 
a  national  farm  loan  association  and  by  the  United 
States  government;  (3)  the  dividends  would  probably 
never  exceed  6  per  cent,  since  the  aim  of  the  federal 
land  banks  as  a  cooperative  plan  of  mortgage  credit  was 
to  furnish  farmers  with  loans  at  a  reasonable  rate  of 
interest  rather  than  for  the  making  of  profits;  (4)  like 
all  other  bank  stock,  there  was  no  guaranty  of  dividends 
on  the  investment;  and  (5)  in  the  course  of  a  few  years 
under  the  provisions  of  the  act  the  stock  would  have 
to  be  retired  at  par  and,  therefore,  it  held  no  speculative 
possibilities.  Consequently,  the  capital  was  largely  sub¬ 
scribed  by  the  government.  Thus,  of  a  total  possible 
minimum  capital  of  $9,000,000  for  the  twelve  federal 
land  banks,  the  Treasury  subscribed  for  $8,891,270,  made 
up  of  the  following  amounts  for  each  bank: 


Springfield .  .  . 

.  $739,925 

St.  Paul . . .  . 

..  $744,740 

Baltimore. . . . 

. .  741,485 

Omaha . 

. .  710,670 

Columbia .  .  . . 

. .  750,000 

Wichita .  . . . 

..  744,165 

Louisville .  .  . . 

.  742,265 

Houston . . . . 

..  741,235 

New  Orleans. 

.  745,730 

Berkeley .  .  . 

. .  744,010 

St.  Louis . 

.  742,075 

Spokane . . . . 

..  744,970 

NATIONAL  FARM  LOAN  ASSOCIATIONS 

When  the  capital  of  the  federal  land  banks  had  been 
fully  subscribed,  the  land  bank  districts  defined,  and 
the  banks  established,  they  could  only  provide  mortgage 
credit  to  farmers  who  had  already  organized  themselves 
into  societies  for  borrowing  collectively.  The  cooperati; 
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farm  mortgage  credit  plan  of  the  federal  farm  loan  sys¬ 
tem  can  only  be  carried  out  through  these  organized 
groups  of  farmers  which  are  designated  by  the  act  as 
national  farm  loan  associations.  These  may  be  organ¬ 
ized  in  any  federal  land  bank  district  by  ten  or  more 
farmers  who  are  the  owners,  or  who  are  about  to  become 
the  owners,  of  land  qualified  as  security  for  mortgage 
loans,  and  who  desire  loans  not  less  in  the  aggregate 
than  $20,000. 

However,  loans  can  not  be  made  to  these  associations 
until  they  have  received  a  charter  from  the  Federal  Farm 
Loan  Board.  The  method  of  procuring  a  charter  is  very 
simple.  When  ten  or  more  farmers  decide  to  form  them¬ 
selves  into  an  association  to  borrow  money  on  farm 
mortgage,  they  appoint  a  committee  to  draw  up  articles 
of  association.  These  articles  set  forth  the  object  of  the 
association  and  the  territory  within  which  it  proposes  to 
do  business.  The  association  may  follow  a  prescribed 
form  furnished  by  the  federal  land  bank,  or  it  may 
modify  the  articles  of  association  to  suit  the  needs  of 
any  particular  body  of  farmers.  Those  who  have  formed 
themselves  into  a  national  farm  loan  association  sign 
the  articles  thus  prepared  and  a  copy  of  them  is  made 
and  sent  to  the  federal  land  bank  of  the  district  with 
the  request  that  a  charter  be  granted. 

When  the  application  for  a  charter  is  sent  to  the  bank, 
it  must  state  that  a  temporary  organization  has  been 
formed.  This  temporary  organization  elects  a  board  of 
directors  of  not  less  than  five  members.  The  board  of 
directors  elects  all  the  officers  of  the  association,  includ¬ 
ing  a  president,  vice-president,  a  loan  committee  of  three 
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members,  and  a  secretary-treasurer.  The  last-named 
officer  need  not  be  a  member  of  the  association  or  resident 
of  the  district,  but  all  the  others  must  be  members  and 
residents.  The  secretary-treasurer  receives  a  small  salary 
which  is  fixed  by  the  board  of  directors.  In  accordance 
with  the  cooperative  spirit,  all  other  officers  serve  without 
pay  unless  the  payment  of  salaries  or  fees  is  approved 
by  the  Federal  Farm  Loan  Board. 

The  federal  land  bank  which  receives  the  application 
for  loans  and  other  papers  from  the  association  then 
sends  an  appraiser  to  examine  the  lands  and  inquire  into 
the  financial  condition  of  the  proposed  borrowers.  If 
these  are  found  satisfactory,  the  bank  forwards  the 
papers  to  the  Federal  Farm  Loan  Board  at  Washington 
with  its  recommendation  that  a  charter  be  granted.  If 
the  bank’s  recommendation  is  approved,  a  charter  is 
granted  to  the  association  by  the  Federal  Farm  Loan 
Board. 

When  a  charter  has  thus  been  granted,  an  association 
can  borrow  money  of  the  federal  land  bank  of  its  district 
to  make  loans  to  farmers  within  its  prescribed  territory. 
Loans  can  be  made  up  to  50  per  cent  of  the  appraised 
value  of  the  farm  lands  and  20  per  cent  of  the  permanent 
insured  improvements  thereon.  The  borrowers  have  their 
mortgages  prepared  and  they  are  delivered  to  the  secre¬ 
tary-treasurer  who  forwards  them  to  the  bank.  On  its 
part,  the  bank  sends  the  amount  of  the  loans  to  the 
secretary-treasurer  of  the  association.  The  secretary- 
treasurer  delivers  the  proper  amount,  usually  by  check, 
to  the  respective  borrowers,  and  the  farm  mortgage 
transaction  is  closed. 
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FEDERAL  COOPERATIVE  MORTGAGE  CREDIT 

The  two  foregoing  sections  set  forth  the  necessary 
banking  machinery  for  cooperative  farm  mortgage  credit 
in  the  United  States.  The  federal  land  banks  are  coop¬ 
erative  in  that  the  act  makes  them  jointly  liable  for  the 
payment  of  each  bank’s  bonds  and  the  interest  thereon. 
The  national  farm  loan  associations  are  cooperative  in 
that  each  borrower  as  a  member  of  an  association  has 
a  limited  liability  for  the  mortgage  debt  of  the  other 
members  to  the  extent  of  his  stockholding  in  the  associa¬ 
tion  which  equals  5  per  cent  of  his  loan,  and  he  may  be 
called  on  for  an  additional  5  per  cent  of  the  amount  of 
his  loan  in  case  of  the  insolvency  of  his  association.  In 
other  words,  the  liability  of  each  member  of  a  national 
farm  loan  association  is  limited  to  a  maximum  of  10  per 
cent  of  the  amount  of  his  loan. 

It  is  to  be  noted  that  this  form  of  cooperative  credit 
does  not  arise  from  the  initiative  of  farmers,  but  is  insti¬ 
tuted  by  law.  It  did  not  arise  as  a  result  of  agitation 
by  the  farmers  to  improve  their  own  credit  conditions 
by  cooperative  effort  among  themselves.  It  was  estab¬ 
lished  from  above  and  not  from  below,  and  for  that 
reason  the  plan  of  federal  cooperative  farm  mortgage 
credit  fails  to  take  cognizance  of  the  fact  that  American 
farmers  as  a  class  have  not  developed  a  cooperative 
spirit  to  any  great  extent.  It  was  early  forecasted,  there¬ 
fore,  that  too  much  should  not  be  expected  of  those  asso¬ 
ciations  in  the  way  of  developing  a  real  cooperative  farm 
mortgage  credit  system;  that  American  farmers  would 
not  hastily  form  national  farm  loan  associations  because 
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they  had  not  developed  that  attitude  of  mind  that  would 
lead  them  to  make  their  personal  affairs  a  matter  of 
common  knowledge  among  their  neighbors;  and  that  few 
farmers  would  regard  their  time  of  so  little  value  that 
they  would  be  willing  to  devote  it  gratuitously  to  the 
organization  and  management  of  associations  from  which 
others  would  receive  an  equal  benefit. 

In  some  respects  these  forecasts  were  fulfilled,  par¬ 
ticularly  as  regards  the  development  of  a  spirit  of  real 
cooperation.  At  the  same  time,  the  law  was  designed  to 
bring  the  benefits  of  cooperative  mortgage  credit  to 
farmers  by  providing  a  plan  for  the  ultimate  conti ol  of 
the  federal  land  banks  by  the  farmers  themselves.  This 
would  have  enabled  the  borrowers  to  direct  their  policies, 
to  limit  their  expenses  of  operation,  and  to  divide  their 
profits.  The  original  plan  has  from  time  to  time  been 
modified  by  amendments  to  the  act,  so  that  now  it  is 
doubtful  whether  the  borrowers  will  ever  gain  control 
of  the  federal  land  banks.  Nevertheless,  this  phase  of 
the  federal  farm  loan  system  is  based  on  the  strong  con¬ 
viction  that  cooperation  offers  not  only  the  most  desir¬ 
able  remedy  for  the  problem  of  farm  finance,  but  also 
is  one  that  could  be  made  entirely  feasible  if  supported 
by  government  aid. 

In  the  latter  regard  there  has  been  no  lack  of  govern¬ 
ment  financial  support.  In  the  past  that  has  been  very 
liberally  bestowed,  but  still  the  system  has  failed  to 
develop  that  cooperative  spirit  which  is  the  keynote  of 
the  operation  of  so  many  successful  cooperative  farmers 
organizations.  In  the  fifth  annual  report  of  the  Fedeial 
Farm  Loan  Board  this  lack  of  cooperation  has  been 
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attributed  to  selfishness  and  indifference  on  the  part  of 
the  members  of  the  farm  loan  associations  who,  having 
received  their  loans  covering  a  long  period  of  time,  as 
a  rule  cease  to  take  any  further  active  interest  in  spread¬ 
ing  cooperative  mortgage  credit  among  other  farmers  in 
the  community. 

It  is  more  than  likely  that  the  lack  of  cooperation  on 
the  part  of  members  of  national  farm  loan  associations 
has  been  due  to  the  fact  that  politics  slowly  crept  in 
and  largely  destroyed  the  incentive  to  closer  cooperation 
by  putting  off  for  an  indefinite  period  the  control  by  the 
borrowers  of  the  federal  land  banks.  It  is  very  difficult, 
however,  for  anyone  at  all  familiar  with  the  conditions 
which  affect  the  profitableness  of  agriculture  to  believe 
that  any  group  of  farmers  would  become  indifferent  to 
their  own  financial  welfare  if  they  were  given  the  privi¬ 
lege  of  sharing  in  the  profits  of  their  own  borrowings,  if 
they  were  granted  an  increase  in  the  dividends  on  their 
stock  as  a  result  of  decreasing  the  expenses  of  operating 
the  federal  land  banks,  or  if  they  were  soon  offered  the 
promise  of  gaining  control  over  the  banks  which  has 
been  taken  out  of  their  hands  for  an  indefinite  length 
of  time  by  direct  political  action. 

A  matter  of  vital  concern  to  the  farmer  is  the  cheapest 
credit  possible.  If  the  incentive  to  continued  interest 
in  his  organization  is  partly  removed  by  preventing  him 
from  reaping  the  fullest  benefits  of  the  system,  the 
farmer  can  hardly  be  blamed  if,  after  a  few  years  of 
experience,  he  becomes  more  or  less  indifferent  to  an 
institution  which  does  not  measure  up  to  his  expecta- 
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tions  and  which  he  had  been  led  to  believe  was  estab¬ 
lished  for  his  own  direct  benefit.  There  is  certainly  no 
reason  why  a  farmer  should  become  enthusiastic  over  a 
method  of  mortgage  credit  which  brings  to  others  far 
greater  rewards  than  it  brings  to  him — financial  rewards 
that  are  wrung  from  the  toil  of  his  hands  and  the  sweat 
of  his  brow.  No  other  class  of  citizens  would  enthuse 
over  such  conditions,  and  there  is  no  reason  in  the  world 
why  a  farmer  should  be  called  selfish  and  indifferent  if 
he  fail  to  respond  to  a  system  which  thrives  on  his  own 
exploitation. 

FEDERAL  INDIVIDUAL  MORTGAGE  CREDIT 

There  was  evidently  some  doubt  in  the  minds  of  the 
framers  of  the  act  as  to  whether  their  plan  of  cooperative 
farm  mortgage  credit  would  be  successfully  carried  out, 
because  they  provided  two  ways  for  making  loans  to 
individual  farmers.  It  was  recognized  that  it  would  not 
be  easy  in  some  communities  to  get  ten  farmers  to  unite 
into  an  association  to  borrow  collectively  and  by  so  doing 
assume  a  limited  liability  of  10  per  cent  of  their  indi¬ 
vidual  loans.  At  the  same  time  it  was  felt  that  farmers 
who  did  not  care  to  assume  such  financial  responsibility 
were  equally  entitled  to  receive  any  benefits  which  might 
arise  from  any  federal  system  of  farm  mortgage  credit. 
Consequently,  the  federal  land  banks  were  authorized 
to  make  loans  to  individual  farmers  under  certain  condi¬ 
tions,  and  the  act  provided  for  the  establishment  of  joint 
stock  land  banks  by  private  capitalists  for  the  same 
purpose. 
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State  banking  institutions. 

Since  the  cooperative  form  of  mortgage  credit  is  de¬ 
pendent  on  the  organization  of  national  farm  loan  asso¬ 
ciations,  if  farmers  in  any  community  failed  to  organize 
such  associations  it  was  felt  that  the  very  purpose  for 
which  the  federal  land  banks  were  authorized  might  be 
defeated  unless  provision  was  made  for  making  loans 
to  farmers  in  sparsely  settled  parts  of  the  country  or  to 
those  who  did  not  care  to  join  with  others  in  organizing 
a  cooperative  association. 

In  anticipation  of  this  contingency,  the  law  provides 
that  the  federal  land  banks  may  appoint  agents  to  make 
loans  to  individual  farmers  after  the  act  had  been  in 
effect  one  year.  This  agent  must  be  a  bank,  trust  com¬ 
pany,  mortgage  company,  or  savings  bank  located  within 
the  state  by  which  it  is  chartered.  The  loans,  however, 
are  to  be  made  subject  to  the  same  conditions  as  if  they 
were  made  through  national  farm  loan  associations 
except  that  the  borrower  in  this  case  subscribes  directly 
for  shares  of  stock  in  the  federal  land  bank  to  the  amount 
of  5  per  cent  of  his  loan.  Only  under  these  conditions 
can  an  individual  farmer  become  a  direct  stockholder 
in  a  federal  land  bank.  The  bank  holds  the  stock  in  its 
possession  as  additional  security  for  the  loan. 

If  the  recommendation  made  by  the  Federal  Farm 
Loan  Board  in  its  fifth  annual  report  was  carried  out, 
namely,  by  amendment  to  the  act  to  authorize  the  federal 
land  banks  to  make  loans  direct  to  farmers,  there  would 
be  no  further  need  of  agents.  However,  under  the  law 
as  it  now  stands,  agents  are  empowered  to  negotiate 
farm  mortgage  loans  up  to  ten  times  their  capital  and 
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surplus,  or  until  the  credit  needs  of  farmers  in  the  district 
in  which  they  are  authorized  to  make  loans  are  ade¬ 
quately  supplied  by  national  farm  loan  associations. 
Every  agent  negotiating  a  farm  mortgage  loan  must 
indorse  it  and  become  liable  for  its  payment  or  for  any 
default  of  the  borrower. 

For  this  responsibility  of  indorsing  a  loan,  each  agent 
is  allowed  “the  actual  expense  of  appraising  the  land 
offered  as  security  for  a  loan,  examining  and  certifying 
the  title  thereof,  and  making,  executing,  and  recording 
the  mortgage  papers;”  and,  in  addition,  the  federal  land 
bank  “may  allow  said  agent  not  to  exceed  one-half  of 
one  per  centum  per  annum  upon  the  unpaid  principal 
of  said  loan,  such  commission  to  be  deducted  from  divi¬ 
dends  payable  to  the  borrower  on  his  stock  in  the  federal 
land  bank.”  This  latter  provision,  however,  has  been 
inoperative  because  the  total  dividends  on  stock  at  6  per 
cent  interest  would  be  insufficient  to  pay  the  commission 
allowed.  Consequently,  the  Federal  Land  Bank  of  St. 
Paul,  of  the  seventh  land-bank  district — the  only  district 
in  which  agents  have  been  appointed — allows  the  com¬ 
mission  to  be  paid  out  of  its  own  differential  between 
the  rate  of  interest  received  on  loans  and  the  rate  paid 
on  its  bonds. 

Individual  loans  to  farmers  by  state  banking  institu¬ 
tions  have  not  been  extensively  made  under  these  provi¬ 
sions  of  the  law.  On  June  30,  1923,  farm  mortgage  loans 
had  been  made  to  the  amount  of  $3,219,300  by  ten  agents 
appointed  in  the  seventh  district.  This  is  only  about 
3 1/2  per  cent  of  the  total  loans  amounting  to  $91,267,250 
which  had  been  made  by  the  land  bank  of  that  district 
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up  to  the  same  date.  This  small  number  of  agents  and 
amount  of  loans  made  by  them  are  not  because  farmers 
do  not  wish  to  borrow  as  individuals,  but  rather  because 
few  state  banking  institutions  care  to  assume  so  large 
a  responsibility  for  so  small  a  return  and  because 
national  farm  loan  associations  were  organized  more 
extensively  in  all  the  land-bank  districts  than  had  been 
anticipated  by  the  framers  of  the  Farm  Loan  Act. 

Joint  stock  land  banks. 

As  previously  stated,  the  other  kind  of  land  banks 
operating  under  the  federal  farm  loan  system  is  organ¬ 
ized  by  private  capital.  They  are  distinguished  by  the 
name  of  joint  stock  land  banks  and  can  make  loans  to 
individual  farmers  only. 

The  law  provides  that  ten  or  more  natural  persons 
may  organize  and  operate  a  joint  stock  land  bank  under 
a  federal  government  charter  with  power  to  make  first 
mortgage  loans  on  farm  lands.  Such  banks  must  have 
a  minimum  capital  of  $250,000,  one-half  of  which  has 
to  be  paid  in  cash  by  the  stockholders  before  a  charter 
will  be  granted  and  the  balance  of  the  capital  is  subject 
to  call  by  the  board  of  directors  which  must  consist  of 
not  less  than  five  members.  A  director  of  a  joint  stock 
land  bank  has  to  be  a  citizen  of  the  United  States  and 
a  resident  of  the  territory  within  which  the  bank  proposes 
to  do  business.  Stockholders  are  responsible  for  the 
contracts,  debts,  and  obligations  of  the  bank  to  the 
amount  of  stock  owned  by  them  in  addition  to  the  sum 
paid  in  and  represented  by  their  shares. 

A  joint  stock  land  bank  can  make  farm  mortgage 
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loans  under  the  same  conditions  and  restrictions  as  are 
imposed  on  a  federal  land  bank  with  the  following 
exceptions : 

(1)  The  territory  within  which  it  may  operate  is  lim¬ 
ited  to  the  state  in  which  it  has  its  principal  office  and 
to  one  other  contiguous  state.  That  is  to  say,  a  joint 
stock  land  bank  can  do  business  in  any  two  contiguous 
states  of  its  own  selection;  whereas  a  federal  land  bank 
has  its  territory  prescribed  by  the  Farm  Loan  Board — 
a  territory  which  may  consist  of  a  single  state  as  in 
the  case  of  Texas,  or  as  many  as  eight  states  in  the 
federal  land  bank  of  Springfield,  Massachusetts. 

(2)  There  is  no  limitation  of  purposes  prescribed  by 
the  act  for  which  money  may  be  borrowed  on  farm 
mortgage  from  a  joint  stock  land  bank;  whereas  a  federal 
land  bank  can  only  make  loans  (a)  for  the  purchase  of 
land  for  agricultural  uses;  (b)  for  the  purchase  of  equip¬ 
ment,  fertilizers,  and  live  stock;  (c)  to  provide  buildings 
and  to  improve  farm  lands;  and  (d)  to  liquidate  land 
mortgage  indebtedness  “existing  at  the  time  of  the  organ¬ 
ization  of  the  first  national  farm  loan  association  in  or 
for  the  county  in  which  the  land  mortgaged  is  situated,” 
or  to  pay  other  indebtedness  if  subsequently  incurred 
for  any  of  the  purposes  mentioned  above.1 

(3)  There  is  no  limitation  fixed  by  law  as  to  the 


1  Amended  by  the  “Agricultural  Credits  Act  of  1923”  to  permit 
a  borrower  “to  liquidate  indebtedness  of  the  owner  of  the  land 
mortgaged  incurred  for  agricultural  purposes,  or  incurred  prior 
to  January  1,  1922.”  This  permits  a  farmer  to  mortgage  his  farm 
to  pay  off  debts  incurred  for  any  purpose  during  the  agricultural 
crisis  years. 
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amount  that  may  be  loaned  to  an  individual  borrower; 
whereas  the  original  act  prescribed  a  minimum  of  $100 
and  a  maximum  of  $10,000  that  a  federal  land  bank 
could  lend  to  one  person,  but  which  has  now  been 
increased  by  amendment  to  $25,000. 

(4)  The  borrower  is  not  required  to  purchase  stock 
in  procuring  a  loan  of  a  joint  stock  land  bank,  which 
he  must  do  to  the  amount  of  5  per  cent  of  his  loan  if  he 
borrows  from  a  federal  land  bank. 

(5)  The  borrower  of  a  joint  stock  land  bank  may 
lease  his  farm  to  a  tenant  and  thereby  encourage  farm 
tenancy;  whereas  the  law  and  the  rulings  of  the  Farm 
Loan  Board  provide  that  a  borrower  of  a  federal  land 
bank  must  cultivate  the  mortgaged  land  with  his  own 
labor  or  by  means  of  hired  farm  hands. 

As  regards  the  purposes  of  loans  made  by  joint  stock 
land  banks,  the  Farm  Loan  Board  has  ruled  that  it  is 
inconsistent  with  the  purposes  of  the  act  and  sound  public 
policy  that  loans  should  be  made  except  for  the  purposes 
enumerated  in  the  act,  or  other  purposes  related  to  agri¬ 
cultural  development,  and  that  the  board  would  not 
approve  loans  as  security  for  an  issue  of  bonds  if  they 
were  made  for  speculation  or  for  other  purposes  entirely 
foreign  to  agricultural  production.  This  ruling  prac¬ 
tically  supplements  the  provisions  of  the  Farm  Loan  Act. 

In  the  amount  of  loans,  the  board  has  also  supple¬ 
mented  the  act  by  ruling  that  no  loan  “made  by  any 
joint  stock  land  bank  in  excess  of  15  per  cent  of  its 
capital  and  surplus  will  be  approved  as  security  for  a 
bond  issue,  and  in  no  case  will  such  approval  be  given 
of  any  loan  in  excess  of  $50,000.” 
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INDIVIDUAL  VERSUS  COOPERATIVE  LOANS 

That  the  method  of  making  loans  to  individual  farmers 
will  in  time  outgrow  the  cooperative  method  is  indicated 
by  the  fact  that  not  only  has  the  Farm  Loan  Board 
already  recommended  to  Congress  that  an  amendment 
be  made  to  the  act  which  will  permit  federal  land  banks 
to  make  loans  directly  to  individual  borrowers,  but  also 
because  the  number  of  joint  stock  land  banks  is  in¬ 
creasing  rapidly  and  they  are  extending  their  field  of 
mortgage  credit  into  a  larger  number  of  states. 

On  January  1,  1920,  the  system  had  practically  ceased 
to  make  loans  because  of  the  suit  taken  to  the  Supreme 
Court  of  the  United  States  to  determine  the  constitu¬ 
tionality  of  the  Farm  Loan  Act,  which  suit  had  thrown 
a  cloud  over  the  land-bank  bonds  that  prevented  their 
ready  sale  to  investors.  At  that  time  thirty-one  joint 
stock  land  banks  had  been  chartered,  the  first  bank 
having  been  chartered  on  April  24, 1917.  Of  this  number 
several  had  either  liquidated  or  had  not  begun  to  make 
loans.  When  the  system  temporarily  ceased  functioning, 
there  were  more  than  double  the  number  of  joint  stock 
land  banks  in  active  operation  than  federal  land  banks. 
This  alone  indicates  that,  with  the  many  advantages 
possessed  by  the  former  over  the  latter  class  of  land 
banks — especially  in  the  matters  of  making  loans  direct 
to  farmers  and  in  the  maximum  loan  that  can  be  made — 
the  individual  form  of  credit  early  threatened  to  under¬ 
mine  the  cooperative  method  of  making  loans. 

Since  a  joint  stock  land  bank  is  limited  by  law  to  a 
territory  covered  by  two  states  only,  it  was  natural  that 
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the  organizers  of  this  class  of  land  bank  should  follow 
the  lines  of  least  resistance  by  selecting  the  most  highly 
developed  agricultural  states  within  which  to  do  business. 
From  a  mortgage  credit  point  of  view,  such  states  offer 
the  best  opportunity  for  the  banks  to  make  profits  be¬ 
cause  of  the  large  amount  of  individual  loans,  the  high 
prices  of  farms  and  farm  lands,  and  the  character  and 
financial  standing  of  the  farmers  themselves. 

This  tendency  to  select  the  most  promising  territory 
is  shown  by  the  locations  chosen  for  the  joint  stock  land 
banks  early  organized.  The  highly  productive  corn- 
belt  states  were  soon  well  served  by  the  establishment 
of  several  banks  to  operate  within  that  area.  Banks 
were  also  organized  to  do  business  in  many  other  less 
productive  agricultural  states.  The  Farm  Loan  Board 
had  early  ruled  that  there  should  be  no  preemption  of 
territory,  so  that  it  was  possible  for  several  banks  to  be 
organized  to  make  farm  mortgage  loans  within  the  same 
states.  Thus,  of  twenty-seven  banks  operating  in 
twenty-two  states  on  January  1,  1920,  nine  were  making 
loans  in  Iowa;  four  in  the  states  of  Illinois,  Minnesota, 
and  Oklahoma ;  three  in  Indiana,  Nebraska,  North  Caro¬ 
lina,  Texas,  and  Virginia;  two  in  Kansas,  Ohio,  South 
Dakota,  and  Tennessee;  and  one  bank  in  each  of  the 
states  of  Arkansas,  California,  Idaho,  Mississippi,  Mis¬ 
souri,  Montana,  Oregon,  Wisconsin,  and  West  Virginia. 

With  the  decision  of  the  Supreme  Court  of  the  United 
States  rendered  on  February  28,  1921,  sustaining  the 
constitutionality  of  the  Farm  Loan  Act  and  the  validity 
of  the  tax-exempt  privilege  of  farm  loan  bonds,  a  new 
impetus  was  given  to  the  development  of  the  individual 
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method  of  making  farm  mortgage  loans.  The  number 
of  joint  stock  land  banks  again  began  to  increase  rapidly. 
From  February  23,  1922,  to  the  close  of  that  year,  no 
less  than  forty  new  joint  stock  land  banks  were  char¬ 
tered.  Many  other  states  were  added  to  the  list  already 
occupied,  thus  broadening  the  field  of  individual  farm 
mortgage  credit  under  the  federal  farm  loan  system. 
On  June  1,  1923,  the  number  of  joint  stock  land  banks 
operating  in  various  states  are  shown  in  the  following 
list: 


Banks  in 


State 

operation 

Alabama . 

2 

Arizona . 

1 

Arkansas . 

4 

California . 

3 

Colorado . 

1 

Georgia . 

2 

Idaho . 

2 

Illinois . 

. . . .  10 

Indiana . 

7 

Iowa . 

....  11 

Kansas . 

4 

Kentucky . 

4 

Louisiana . 

1 

Maryland . 

4 

Michigan . 

2 

Minnesota . 

6 

Mis-issippi . 

2 

Missouri . 

....  10 

Montana . 

1 

Nebraska . 

2 

Banks  in 
State  operation 

Nevada .  1 

New  Jersey .  1 

New  York .  2 

North  Carolina .  5 

North  Dakota .......  1 

Ohio .  9 

Oklahoma .  8 

Oregon . . .  4 

Pennsylvania .  4 

South  Carolina .  2 

South  Dakota .  2 

Tennessee .  5 

Texas .  5 

Utah .  1 

Virginia .  6 

Washington .  3 

West  Virginia .  4 

Wisconsin .  1 

Wyoming .  1 


At  the  date  given  there  were  seventy-two  active  joint 
stock  land  banks  making  loans  in  thirty-nine  states, 
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the  number  of  banks  ranging  from  one  to  eleven  in  the 
respective  states. 

The  foregoing  tabulation  indicates  clearly  the  position 
that  joint  stock  land  banks  will  be  likely  to  occupy  in 
the  future.1  Since  borrowers  are  not  obliged  to  purchase 
stock,  may  procure  loans  as  high  as  $50,000,  and  may 
lease  their  farms  to  tenants,  these  banks  will  undoubtedly 
continue  to  prove  attractive  sources  of  credit  to  those 
farmers  who  prefer  to  deal  with  non-cooperative  insti¬ 
tutions.  This  includes  the  greater  number  of  American 
farmers.  As  to  interest  rates,  commission  charges,  cost 
of  borrowing,  the  amortization  plan  of  repayment,  and 
period  of  loans,  the  two  classes  of  land  banks  practically 
stand  on  an  equal  footing.  The  advantages,  therefore, 
of  the  federal  farm  loan  system  are  plainly  on  the  side 
of  individual  rather  than  of  cooperative  credit,  and  rapid 
development  of  this  method  of  making  loans  may  be 
expected  in  the  future  as  it  has  been  manifested  during 
the  past  six  years. 

SOURCE  AND  EXTENT  OF  FUNDS 

From  the  banking  point  of  view  there  can  be  no  credit 
furnished  to  farmers  unless  funds  are  available.  How 


1  Their  position  may  also  be  forecast  by  the  increase  in  amount 
of  loans  being  granted.  From  April  24,  1917,  to  April  30,  1922, 
a  period  of  practically  five  years,  the  loans  made  by  all  joint 
stock  land  banks  totaled  only  $121,109,424;  whereas  from  May  1, 
1922,  to  April  30,  1923,  a  period  of  one  year,  they  loaned  $215,- 
953,540,  or  78  per  cent  more  than  they  had  loaned  during  the 
preceding  five  years.  The  total  amount  of  loans  made  by  the 
federal  land  banks  the  same  year  was  $220,703,676. 
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do  the  land  banks  procure  funds  for  lending  to  farmers? 
Because  the  term  “federal”  is  used  to  designate  this 
system,  it  is  popularly  believed  that  the  government 
supplies  the  funds.  This  is  not  the  case.  In  the  matter 
of  procuring  funds,  the  federal  farm  loan  system  is 
unique  and  of  great  public  importance. 

Land  is  really  the  basis  of  procuring  funds.  Neither 
federal  nor  joint  stock  land  banks  can  make  loans  except 
on  first  mortgage  security  on  farms  and  farm  lands,  and 
loans  can  not  be  granted  at  all  unless  appraisal  of  the 
lands  has  been  made  by  a  government  appraiser  and 
his  report  is  favorable. 

The  method  of  procuring  a  continuing  supply  of  funds 
is  as  follows:  Both  classes  of  land  banks  borrow  money 
to  lend  to  farmers  by  the  issue  and  sale  of  bonds.  The 
mortgages  which  the  banks  procure  by  lending  their 
original  capital  are  pledged  as  security  for  bonds  equal¬ 
ing  their  amount.  The  mortgages  are  deposited  with 
a  government  official  connected  with  each  federal  land 
bank,  who  acts  as  trustee  for  the  bondholders. 

After  the  first  issue  of  bonds  is  sold  to  investors,  the 
proceeds  are  loaned  to  farmers  and  other  mortgages 
taken  on  farms  as  security.  These  mortgages  are  pledged 
in  turn  for  another  issue  of  bonds.  The  law  places  a 
limit  on  the  amount  of  bonds  that  any  land  bank  can 
issue.  The  federal  land  banks  may  issue  bonds  up  to 
twenty  times  and  the  joint  stock  land  banks  to  fifteen 
times  their  capital  and  surplus.  The  mortgages  executed 
to  both  kinds  of  land  banks  and  the  farm  loan  bonds 
based  thereon  are  deemed  to  be  “instrumentalities  of  the 
government.”  Because  of  this  fact  the  mortgages,  bonds, 
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and  income  therefrom  are  declared  to  be  exempt  from 
federal,  state,  municipal,  and  local  taxation.  Neverthe¬ 
less,  they  are  not  government  securities,  nor  is  the  gov¬ 
ernment  in  any  way  responsible  for  the  payment  of 
either  interest  or  principal  thereof. 

A  great  impetus  was  thus  given  to  the  issue  and  sale 
of  tax-exempt  securities.  On  June  30,  1923,  the  twelve 
federal  land  banks  had  issued  bonds  to  the  amount  of 
$730,078,230,  and  the  seventy-two  joint  stock  land  banks 
to  $335,164,500.  These  two  kinds  of  land  banks,  there¬ 
fore,  have  issued  within  six  years  no  less  than  $1,065,- 
242,730  of  tax-exempt  securities — an  enormous  debt 
which  will  become  due  and  payable  many  years  before 
the  farm  mortgages  on  which  they  are  based  will  have 
been  paid.  This  raises  a  financial  problem  of  great 
magnitude  for  which  the  land  banks  will  have  to  find 
a  solution  not  many  years  hence. 

The  means  thus  employed  to  mobilize  land  credit  to 
better  advantage  and  to  provide  abundant  funds  for  the 
purpose  is  the  farm  loan  bond.  Experience  has  now 
demonstrated  that  bonds  issued  on  the  collective  security 
of  farm  mortgages  are  well  adapted  to  this  purpose.  As 
was  anticipated  from  long  experience  in  some  European 
countries,  bonds  based  on  land  security  would  be  the 
means  of  withdrawing  money  from  financial  centers 
where  it  is  usually  redundant  to  those  agricultural  sec¬ 
tions  in  which  the  supply  of  money  in  local  banks  is 
inadequate  to  serve  fully  the  needs  of  farmers  for  mort¬ 
gage  credit.  The  result  has  been  at  least  a  temporary 
transfer  of  enormous  funds  to  rural  communities. 
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Whether  or  not  this  policy  can  result  in  permanent 
prosperity  to  rural  communities  is  an  open  question.  The 
subject  is  an  important  one,  and  it  is  discussed  in  Chap¬ 
ter  VIII,  under  the  heading  “Farm  Debt  and  Community 
Welfare,”  pp.  136-139. 

The  reason  why  the  machinery  of  the  farm  loan 
bond  has  not  been  more  extensively  used  by  farm  mort¬ 
gage  companies  is  because  of  the  general  distrust  mani¬ 
fested  toward  the  unregulated  issues  of  such  mortgage 
bonds.  Only  a  few  of  the  strongest  financial  companies, 
whose  reputation  for  integrity  and  conservatism  is  of 
the  highest  standing,  have  been  able  to  sell  their  bonds. 
However,  on  account  of  strict  government  supervision 
over  the  appraisal  of  farms  as  the  basis  of  mortgage 
loans  and  over  the  issues  of  bonds  by  both  classes  of 
land  banks,  the  difficulties  that  were  encountered  in 
marketing  bonds  in  large  amounts  have  been  largely 
overcome. 


CHAPTER  VII 


BENEFITS  OF  THE  FEDERAL  FARM  LOAN 

SYSTEM 

As  stated  in  its  preamble,  the  primary  objects  of  the 
Federal  Farm  Loan  Act  are  “to  provide  capital  for  agri¬ 
cultural  development,  to  create  a  standard  form  of  in¬ 
vestment  based  upon  farm  mortgage,  and  to  equalize 
rates  of  interest  upon  farm  loans.”  The  particular  con¬ 
cern  now  is  whether  or  not  these  purposes  have  been  ful¬ 
filled  and  what  benefits  have  accrued  to  farmers  and  to 
the  industry  of  agriculture  since  the  approval  of  this 
legislation  on  July  17,  1916. 

As  previously  pointed  out,  the  development  of  agri¬ 
culture  is  to  be  accomplished  by  borrowing  money  from 
investors  and  lending  it  to  farmers  for  productive  pur¬ 
poses.  In  addition  the  law  provides  that  this  money 
shall  be  loaned  without  the  payment  of  commission 
charges  by  the  borrower  under  any  pretense  whatsoever, 
at  a  rate  of  interest  not  to  exceed  6  per  cent  a  year,  and 
that  the  cost  of  borrowing  shall  be  only  the  actual 
expense  incurred  by  the  bank  “not  exceeding  the  actual 
cost  of  appraisal  and  determination  of  title.  Legal  fees 
and  recording  charges  imposed  by  law  in  the  state  where 
the  land  to  be  mortgaged  is  located  may  also  be  included 
in  the  preliminary  costs  of  negotiating  mortgage  loans.” 

98 
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Evidently,  then,'  the  law  was  intended  primarily  to 
benefit  farmers  and  to  encourage  farming.  The  great 
instrumentalities  for  doing  these  things  are  the  farm 
mortgage  and  the  farm  loan  bond.  The  former  repre¬ 
sents  an  interest-bearing  debt  placed  on  the  farmer 
as  a  borrower;  the  latter  represents  a  standard  form  of 
investment  yielding  interest  to  the  lender  but  also  an 
interest-bearing  debt  on  the  two  kinds  of  land  banks. 
These  institutions  are  the  means  of  bringing  two  bor¬ 
rowers  and  two  lenders  together,  since  the  land  banks 
must  first  be  borrowers  before  they  can  be  lenders  to 
farmers  on  mortgage  security. 

IMPROVEMENT  IN  MORTGAGE  CONDITIONS 

The  foregoing  paragraphs  give  in  outline  the  scope 
and  purposes  of  the  Farm  Loan  Act.  The  foundation 
is  laid  on  the  farmer  in  the  form  of  debt  on  which  interest 
has  to  be  paid. 

While  debt  is  a  burden  and  always  will  be  until  re¬ 
moved  by  repayment,  there  can  be  no  benefit  accruing 
to  farmers  from  it  unless  they  can  borrow  under  easier 
terms  and  conditions.  This  is  one  of  the  first  benefits 
sought  by  this  farm  mortgage  legislation.  As  interpreted 
more  popularly  by  its  various  provisions,  the  act  provides 
aid  for  farmers  as  to  mortgage  credit  in  several  ways. 
For  example:  (1)  Land-owning  farmers  are  aided  in 
procuring  mortgage  loans  much  easier  than  at  commer¬ 
cial  banks;  (2)  the  rate  of  interest  on  loans  is  sometimes 
lower  and  much  more  uniform  all  over  the  country;  (3) 
the  farmer  can  himself  decide  how  long  a  time  his  mort- 
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gage  shall  run  between  five  and  forty  years;  and  (4) 
the  act  provides  the  easy  method  of  repaying  a  loan  by 
amortization. 

That  these  conditions  are  really  beneficial  to  a  bor¬ 
rowing  farmer  and  an  aid  to  agriculture  may  be  shown 
by  a  brief  comparison.  Before  the  act  was  passed 
farmers  had  great  difficulty  in  procuring  credit  except 
under  much  harsher  terms  and  conditions,  as  a  general 
rule.  When  a  farmer  mortgaged  his  farm,  it  was  usually 
at  a  higher  rate  of  interest  than  the  maximum  of  6  per 
cent  permitted  by  the  Farm  Loan  Act;  sometimes  com¬ 
mission  charges  amounting  to  at  least  1  or  2  per  cent 
were  added;  the  mortgage  was  generally  made  to  run 
not  longer  than  five  years;  and  it  was  expected  that  the 
mortgage  would  be  paid  in  full  when  due. 

These  were  burdensome  and  dangerous  conditions. 
The  farmer  had  to  struggle  hard  during  the  period  of  his 
loan  to  pay  the  interest  on  his  debt  and  keep  his  home 
up  to  a  decent  standard.  If  he  were  unable  to  pay  off 
his  mortgage  when  it  became  due  and  he  was  fortunate 
enough  to  get  it  renewed,  it  was  only  by  the  payment  of 
an  additional  commission  which  increased  his  burden. 
If  he  had  fallen  into  the  hands  of  a  modern  Shylock, 
he  was  under  the  constant  dread  of  losing  his  farm  and 
all  he  possessed.  In  those  days  borrowing  money  on 
mortgage  by  the  farmer  was  a  gamble  with  financial 
slavery  or  bankruptcy  with  the  prospect  that  the  farmer 
would  play  a  losing  game. 

To  a  considerable  extent  some  of  these  conditions  have 
been  improved  by  the  federal  system  of  farm  mortgage 
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credit.  In  only  one  particular  has  no  improvement  been 
brought  about  and  that  is  in  the  case  involving  the  ques¬ 
tion  of  state  rights.  Congress  had  no  power  to  change 
legal  fees  and  recording  charges  on  fa'rria  mortgages  in 
the  state  where  the  land  to  be  mortgaged  is  located. 
Consequently,  a  borrower  through  this  system  has  to 
meet  these  expenses  the  same  as  if  he  borrowed  from 
any  other  agency.  In  this  particular  the  act  has  brought 
no  reduction  of  cost  to  a  farmer  who  has  to  place  a 
mortgage  on  his  farm. 

When  it  comes  to  the  questions  of  the  ordinary  costs 
of  borrowing  money  on  mortgage,  the  payment  of  com¬ 
missions,  and  rates  of  interest  on  loans,  some  benefit  has 
accrued  by  means  of  the  federal  farm  loan  system.  The 
farmer  who  borrows  has  no  commissions  to  pay  either 
when  contracting  a  loan  or  at  any  time  during  the  life 
of  a  mortgage  which  may  be  as  long  as  forty  years;  the 
costs  of  appraising  a  farm,  searching  and  recording  a 
title,  and  other  incidental  charges  are  only  the  actual 
expenses  incurred  by  a  bank  in  making  a  loan;  the  in¬ 
terest  rate  cannot  exceed  6  per  cent  a  year  in  any  part 
of  the  United  States,  though  it  may  be  less,  as  it  is  at 
present  with  all  federal  land  banks  and  a  few  joint  stock 
land  banks  making  loans  at  5 ^  per  cent;  and,  lastly, 
the  farmer  has  the  easy  amortization  method  of  repaying 
his  loan  which  requires  a  borrower  to  pay  off  his  debt 
by  means  of  small  annual  or  semi-annual  installments, 
thereby  reducing  the  amount  of  interest  he  has  to  pay 
because  interest  can  only  be  collected  on  the  unpaid 
balance  of  his  debt. 
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EQUALIZATION  OF  INTEREST  RATES 

While  these  are  die  foundations  of  real  benefits  to 
fanners  who  mortgage  their  farms  under  the  federal 
farm  loan,  system,  there  is  nothing  wonderful  or  magical 
about  them.  As  compared  with  the  interest  on  a  loan 
and  the  debt  itself,  the  costs  of  borrowing  and  the  pay¬ 
ment  of  commissions  are  only  incidental  charges  which 
have  to  be  met  at  the  time  a  loan  is  made  or  renewed. 
When  once  paid,  either  independently  or  from  the  pro¬ 
ceeds  of  the  loan,  they  give  a  borrower  no  more  concern. 
Such  costs  represent  no  continuing  burden  on  the  farmer 
the  same  as  the  payment  of  interest  annually  or  semi¬ 
annually,  to  say  nothing  about  the  debt  whose  foreboding 
shadow  ever  hangs  over  the  borrower  and  cannot  be 
removed  except  by  the  payment  of  the  debt  itself. 

One  of  the  expressed  purposes  of  the  act  was  “to  equal¬ 
ize  rates  of  interest  on  farm  loans.”  From  this  point 
of  view  the  federal  farm  loan  system  has  been  of  material 
benefit  to  farmers  in  many  parts  of  the  United  States. 
The  more  general  equalization  of  interest  rates  has  un¬ 
doubtedly  been  accomplished.  However,  the  benefit  thus 
accruing  to  farmers  has  not  been  the  same  in  all  parts  of 
the  country.  The  benefit  varies  proportionately  to  the 
average  rate  of  interest  prevailing  on  farm  mortgage 
loans  in  the  different  states.  This  variation  was  consider¬ 
able  before  the  act  was  passed,  and  it  gave  rise  to  those 
legislative  efforts  to  mobilize  land  credit  so  effectually 
that  the  interest  rates  on  farm  mortgage  loans  would 
be  more  generally  equalized.  The  result  has  been  that 
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the  land  banks  have  brought  down  interest  rates  in  the 
extreme  northwestern  states  of  Oregon  and  Washington, 
in  the  Dakotas,  in  Oklahoma  and  New  Mexico,  and  in 
the  small-farm  southern  states.  In  those  parts  of  the 
country  interest  rates  normally  averaged  from  2  to  5 
per  cent  higher  than  in  Illinois,  Iowa,  Ohio,  and  in  many 
Atlantic  coast  states. 

Without  taking  into  consideration  at  all  the  average 
annual  commission  charge,  which  seldom  was  less  than 
1  per  cent,  the  rates  of  interest  on  farm  mortgage  loans 
were  lowest  in  the  New  England  and  middle  Atlantic 
states  where  they  ranged  from  5  to  6  per  cent.  In  those 
north-central  states  which  lie  east  of  the  98th  meridian, 
the  rates  varied  from  6  to  a  little  more  than  7  per  cent. 
Westward  the  rates  gradually  rose  to  10  per  cent,  and 
then  they  fell  to  approximately  8  per  cent  on  the  Pacific 
coast.  Southward  from  Pennsylvania  and  the  Ohio 
River,  the  rates  of  interest  gradually  rose  from  6  per 
cent  in  Maryland  to  7  per  cent  in  Kentucky.  In  the 
Gulf  states  the  rates  ranged  about  9  per  cent. 

The  equalization  of  these  various  rates  on  farm  mort¬ 
gage  loans  has  effected  a  considerable  saving  to  many 
individual  farmers  who  were  in  debt  at  a  higher  rate 
of  interest.  The  law  was  so  framed  that  approximate 
uniformity  in  interest  rates  was  assured  from  the  begin¬ 
ning,  since  it  fixed  the  maximum  rate  at  6  per  cent  and 
prohibited  the  charging  of  commissions.  The  rates  paid 
by  farmers  in  those  sections  of  the  country  in  which 
higher  interest  rates  prevailed  have  been  reduced  to  con¬ 
form  to  the  legal  maximum  permitted  by  the  Farm  Loan 
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Act,  and  the  successful  operation  of  the  law  during  the 
past  six  years  has  resulted  in  a  more  general  equaliza¬ 
tion  of  interest  rates  on  farm  mortgage  loans  no  matter 
by  what  agencies  the  loans  were  made.  This  is  a  result 
of  the  competition  for  business.  Banks,  mortgage  and 
insurance  companies,  and  private  lenders  are  eager  to 
invest  their  funds  in  a  safe  security  at  a  moderate  rate 
of  interest.  The  rate  fixed  by  the  Farm  Loan  Act  has 
had  the  result  of  leveling  down  interest  rates  in  various 
parts  of  the  country.  Farmers  in  the  South  and  West, 
with  land  security  generally  regarded  as  inferior,  are 
able  to  borrow  money  on  as  favorable  terms  as  the 
farmers  in  the  corn-belt  and  other  sections  where  farms 
and  farm  lands  are  much  higher  in  price.  The  desire 
for  the  equalization  of  interest  rates  has  been  fairly  well 
met  in  those  parts  of  the  country  in  which  they  were  the 
highest. 


REDUCTION  OF  INTEREST  RATES 

Speaking  in  general  terms,  the  attempt  to  equalize 
interest  rates  has  resulted  in  leveling  them  downward 
slightly  in  many  states  where  interest  rates  on  farm 
mortgages  were  normally  above  6  per  cent.  In  some  of 
the  New  England  and  a  few  other  states  the  average 
rate  of  interest  was  below  6  per  cent  a  year.  The  census 
statistics  of  1920  show  that  the  average  rate  of  interest 
on  farm  mortgages  throughout  the  United  States  was  only 
6.1  per  cent.  By  geographic  divisions  the  returns  show 
that  in  New  England  as  a  whole  the  average  rate  was 
5.7  per  cent,  in  the  middle  Atlantic  states  5.4  per  cent, 
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in  the  east  north-central  states  5.6  per  cent,  and  in  the 
west  north-central  states  5.8  per  cent. 

In  the  case  of  the  other  geographic  divisions  the  rates 
of  interest  average  higher  than  6  per  cent,  the  census 
returns  showing  them  to  be  6.4  per  cent  each  in  the  south 
Atlantic  and  east  south-central  states,  6.6  per  cent  in 
the  Pacific  coast  states,  7.2  per  cent  in  the  west  south- 
central  states,  and  7.3  per  cent  in  the  mountain  states. 

There  is  no  possibility  of  determining  from  these 
statistics  on  farm  mortgage  interest  rates  whether  or  not 
the  federal  farm  loan  system  had  any  effect  in  reducing 
them  during  the  years  1917  to  1920,  for  the  reason  that 
the  Census  of  1910  did  not  procure  data  on  prevailing 
interest  rates  on  farm  mortgages  in  that  census  year. 
Consequently,  there  are  no  data  with  which  to  make 
comparison  with  those  for  1920.  The  fact  remains, 
nevertheless,  that  while  interest  rates  in  general  rose 
from  1  to  3  per  cent  during  the  first  three  years  of  the 
operation  of  the  system,  mainly  on  account  of  war  con¬ 
ditions,  the  federal  land  banks  were  only  able  to  advance 
their  rate  from  5%  1°  6  per  cent,  or  only  %  per  cent 
increase,  and  the  joint  stock  land  banks  not  at  all  be¬ 
cause  they  were  already  charging  the  maximum  rate  of 
6  per  cent  permitted  by  the  act.  This  much,  therefore, 
can  be  said  in  favor  of  the  federal  system,  that  it  served 
as  a  check  on  the  other  farm  mortgage  agencies  which 
would  otherwise  have  raised  the  rates  of  interest  mate¬ 
rially  to  conform  to  the  general  trend  in  the  money 
market. 

Now,  if  all  farmers  who  borrowed  on  mortgage  security 
paid  no  higher  rates  of  interest  than  those  averages 
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stated  for  the  respective  geographic  divisions  of  the 
United  States,  the  saving  to  them  by  borrowing  through 
the  federal  farm  loan  system  would  be  comparatively 
insignificant  in  many  parts  of  the  country  and  would 
result  in  no  saving  at  all  in  many  states.  The  federal 
land  banks  are  now  making  loans  at  5 ^  per  cent  and 
the  joint  stock  land  banks  at  6  per  cent  interest  a  year.1 
As  compared  with  these  two  rates,  the  census  statistics 
of  1920  show  the  following  states  wherein  the  rates  of 
interest  on  farm  mortgages  are  below  or  not  above  6  per 
cent,  and  they  are  presented  in  comparison  with  similar 
data  secured  by  the  United  States  Department  of  Agri¬ 
culture  in  the  year  1915 : 


Average  in- 

Average  in- 

State 

terest  rates 

State 

terest  rates 

1920 

1915 

1920 

1915 

New  Hampshire. . 

..  5.1 

5.3 

Nebraska . 

..  5.7 

6.3 

Pennsylvania .  .  . . 

.  5.3 

5.5 

Indiana . 

..  5.8 

5.8 

\Yisconsin . 

.  5.3 

5.7 

Minnesota . 

..  5.8 

6.3 

New  Jersey . 

.  5.4 

5.5 

Rhode  Island _ 

..  5.8 

5.7 

New  York . 

.  5.4 

5.5 

Ohio . 

..  5.9 

5.9 

Vermont . 

,.  5.4 

5.6 

South  Dakota . . . 

..  5.9 

7.0 

Illinois . 

.  5.5 

5.7 

Virginia . 

..  5.9 

6.1 

Iowa . 

.  5.5 

5.6 

West  Virginia .  .  . 

..  5.9 

6.2 

Maryland . 

.  5.6 

5.7 

Kansas . 

..  6.0 

6.1 

Connecticut . 

.  5.7 

5.7 

Kentucky . 

..  6.0 

6.7 

Delaware . 

.  5.7 

5.6 

Michigan . 

..  6.0 

6.3 

Massachusetts.  .  . 

.  5.7 

5.6 

North  Carolina. . 

..  6.0 

6.3 

few  joint  stock  land  banks  have  recently  made  loans  at  5% 
per  cent  interest  to  meet  the  competition  of  the  federal  land 
banks  and  other  money-lending  institutions,  but  by  far  the  larger 
number  continue  to  make  loans  at  6  per  cent  interest. 
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While  the  method  of  gathering  the  rates  of  interest  on 
farm  mortgages  by  the  Department  of  Agriculture  was 
not  as  reliable  as  that  by  the  Bureau  of  the  Census,  the 
data  presented  may  be  regarded  as  sufficiently  accurate 
to  indicate  to  what  extent  the  federal  farm  loan  system 
has  brought  about  a  reduction  in  interest  rates.  The 
preceding  tabulation  shows  that  there  were  more  states 
with  interest  rates  at  or  below  6  per  cent  in  1920  than 
in  1915.  On  the  other  hand,  the  average  interest  rates 
rose  0.1  per  cent  in  Delaware,  Massachusetts,  and  Rhode 
Island,  so  that  the  federal  farm  loan  system  exerted  no 
general  influence  in  reducing  interest  rates  on  farm  mort¬ 
gages  in  those  three  states.  In  the  states  of  Connecticut, 
Indiana,  and  Ohio  there  was  no  change  in  the  average 
interest  rates  during  the  five-year  period.  In  the  other 
eighteen  states,  however,  the  reduction  in  interest  rates 
ranges  from  0.1  per  cent  in  several  states  to  1.1  per  cent 
in  South  Dakota.  To  this  extent,  therefore,  the  system 
may  be  regarded  as  having  brought  benefit  to  the  farmers 
in  those  states  in  which  the  average  interest  rates  were 
not  above  6  per  cent  a  year. 

If  the  federal  farm  loan  system  has  been  the  means 
of  bringing  down  interest  rates  on  farm  mortgage  loans, 
of  course  one  would  naturally  expect  that  its  greatest 
effects  would  be  more  noticeable  in  those  states  in  which 
the  average  interest  rates  exceeded  the  maximum  6  per 
cent  rate  fixed  by  the  Farm  Loan  Act.  The  difference 
in  rates  between  the  years  1915  and  1920  is  shown  by 
the  following  list,  the  data  being  derived  from  the  same 
sources  as  those  stated  above: 
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Average  in - 

Average  in- 

Stale 

terest  rates 

State 

terest  rates 

1920 

1915 

1920 

1915 

Maine . 

..  6.1 

6.1 

Louisiana . 

..  7.2 

8.2 

Missouri . 

..  6.1 

6.2 

Florida . 

..  7.3 

9.0 

Tennessee . 

..  6.2 

7.3 

Georgia . 

..  7.3 

7.6 

Mississippi . 

.  .  6.5 

8.0 

Idaho . 

..  7.3 

8.2 

Oregon . 

..  6.5 

7.7 

New  Mexico .  .  .  . 

..  7.3 

9.7 

California . 

..  6.6 

7.4 

South  Carolina .  . 

..  7.3 

7.8 

Oklahoma . 

..  6.6 

6.6 

Texas . 

.  .  7.3 

8.4 

Washington . 

..  6.6 

7.9 

Alabama . 

..  7.5 

8.7 

Nevada . 

..  6.7 

,  ,  , 

Arizona . 

..  7.5 

9.1 

North  Dakota.  . 

.  .  6.7 

6.9 

Montana . 

..  7.6 

8.4 

Colorado . 

..  6.8 

8.3 

Wyoming . 

..  7.7 

9.2 

Utah . 

..  7.1 

8.6 

Arkansas . 

.  .  7.8 

9.0 

A  comparison  of  the  differences  in  the  average  interest 
rates  prevailing  at  the  beginning  and  at  the  end  of  the 
five-year  period  of  1915  to  1920  shows  that  there  has 
been  a  greater  reduction  in  the  states  with  the  average 
rates  of  interest  on  farm  mortgages  above  6  per  cent 
than  in  those  with  the  average  rates  below  that  figure. 
For  the  purpose  of  comparison  they  may  be  designated 
as  the  high-rate  and  the  low-rate  states.  Instead  of  a 
range  of  0.1  to  1.1  per  cent  reductions  in  the  low-rate 
states,  the  reductions  ranged  from  a  minimum  of  0.1 
per  cent  in  Missouri  to  a  maximum  of  2.4  per  cent  in 
New  Mexico.  The  reductions  by  individual  states  and 
as  a  whole  are  much  more  pronounced  in  the  high-rate 
than  in  the  low-rate  states.  Only  two  states,  Maine 
and  Oklahoma,  were  unaffected  during  the  period,  but 
otherwise  the  differences  are  always  represented  by  re¬ 
ductions.  As  compared  with  eighteen  low-rate  states, 
twenty-one  high-rate  states  show  reductions,  Nevada 
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not  being  reported  in  1915.  More  specifically,  the  re¬ 
ductions  in  the  high-rate  states  are  as  follows: 


Reductions  in  Farm  Mortgage  Interest  Rates  1915-1920 


State 


Per 

cent 


Missouri . 0.1 

North  Dakota .  0.2 

Georgia . 0.3 

South  Carolina.  0 . 5 

California . 0.8 

Montana . 0.8 

Idaho . 0.9 


State  .  State 

cent 

Louisiana .  1.0  Colorado . 

Tennessee ....  1.1  Mississippi .  .  . 

Texas .  1.1  Utah . 

Alabama .  1.2  Wyoming . 

Arkansas . 1.2  Arizona . 

Oregon .  1.2  Florida . 

Washington...  1.3  New  Mexico.. 


Per 

cent 

1.5 

1.5 

1.5 

1.5 

1.6 
1.7 
2.4 


Analysis  of  the  reductions  in  the  foregoing  states, 
where  the  average  interest  rates  on  farm  mortgages  in 
1915  exceeded  6  per  cent,  shows  that  they  have  a  much 
greater  range  of  reduction  than  in  the  states  in  which 
they  averaged  6  per  cent  or  less.  Of  the  twenty-one 
high-rate  states  showing  reduced  interest  rates,  seven 
show  a  reduction  of  less  than  1  per  cent,  while  fourteen 
indicate  average  reductions  of  1  per  cent  or  more.  Seven 
of  the  states  show  an  average  reduction  ranging  from 
iy2  to  2.4  per  cent.  The  reduction  in  interest  rates  on 
farm  mortgage  loans  for  the  twenty-one  states  as  a  whole 
averaged  a  little  more  than  1.1  per  cent  a  year. 

Of  the  eighteen  low-rate  states  showing  reduced  in¬ 
terest  rates,  the  difference  in  five  states  was  only  0.1  per 
cent,  in  five  others  0.2  per  cent,  in  three  0.3  per  cent,  and 
in  four  states  one  each  showed  an  average  reduction 
of  0.4,  0.5,  0.6,  and  0.7  per  cent,  respectively.  This 
gave  seventeen  states  with  an  average  reduction  of  less 
than  1  per  cent  during  the  five-year  period.  South 
Dakota,  with  an  average  reduction  of  1.1  per  cent,  was 
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the  only  state  that  reduced  its  farm  mortgage  interest 
rate  1  per  cent  or  more.  The  average  reduction  for  the 
total  eighteen  low-rate  states  was  0.26  per  cent,  which 
is  just  a  trifle  more  than  ^4  of  1  per  cent  a  year. 

THE  CAUSE  OF  LOWER  INTEREST  RATES 

It  is  evident  from  the  foregoing  analysis  that  some 
agency  has  been  at  work  in  the  farm  mortgage  credit 
field  that  has  resulted  in  a  general  reduction  in  the  rates 
of  interest  charged  on  loans.  The  data  on  interest  rates 
reported  by  both  the  United  States  Department  of  Agri¬ 
culture  and  the  Bureau  of  the  Census  were  taken  as  pre¬ 
vailing  on  the  first  day  in  the  years  1915  and  1920, 
respectively.  The  federal  farm  loan  system  began  mak¬ 
ing  loans  in  March,  1917,  and  remained  active  up  to  the 
beginning  of  1920.  For  nearly  three  years  of  the  latter 
part  of  the  above-named  five-year  period,  therefore,  the 
federal  system  was  exerting  its  influence  toward  equali¬ 
zation  of  interest  rates  on  farm  mortgage  loans  through¬ 
out  the  United  States  largely  by  the  process  of  lowering 
them.  In  no  more  than  three  states  was  an  upward 
tendency  indicated  and  that  was  in  states  in  which  the 
rates  were  around  5^  per  cent  and  the  increase  was 
only  one-tenth  of  1  per  cent  a  year. 

There  is  no  explanation  of  this  lowering  of  interest 
rates  on  farm  mortgages  apart  from  the  influence  of  the 
federal  farm  loan  system.  The  trend  of  interest  rates 
in  general  was  upward  during  those  years,  accentuated 
greatly  as  it  was  by  war  conditions.  Never  before  had 
there  been  any  tendency  manifested  on  the  part  of 
money-lending  persons  and  agencies  to  make  the  terms 
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and  conditions  of  farm  mortgage  loans  any  easier  or 
better  than  for  other  classes  of  borrowers,  and  there  is 
no  reason  to  assume  that  they  had  voluntarily  changed 
their  attitude  during  that  five-year  period.  In  fact  for 
a  long  time  the  very  reverse  of  this  process  had  been  in 
operation. 

Among  the  causes  which  gave  rise  to  the  agitation 
that  led  to  the  appointment  of  President  Roosevelt’s 
Country  Life  Commission  and  the  two  commissions  that 
later  went  to  Europe  to  study  rural  credits  and  agricul¬ 
tural  cooperation — the  ultimate  result  of  which  was  the 
establishment  of  the  federal  farm  loan  system — were 
the  difficulties  many  farmers  encountered  in  borrowing 
money  at  all  and  the  harsh  terms  and  conditions  under 
which  loans  were  made.  Under  these  circumstances  one 
may  search  in  vain  throughout  the  whole  range  of  farm 
mortgage  credit  to  find  an  adequate  cause,  apart  from 
this  system,  for  a  general  reduction  in  farm  mortgage 
interest  rates.  There  was  evidently  nothing  voluntary 
about  it  on  the  part  of  other  money-lending  institutions. 
The  actual  lowering  of  interest  rates  on  farm  mortgages 
was  a  forced  reduction  as  a  result  of  a  new  competitive 
organization.  That  active  militant  force  was  undoubt¬ 
edly  the  federal  farm  loan  system. 

COMMISSIONS  ON  MORTGAGE  LOANS 

Further  evidence  in  support  of  this  contention  is  found 
by  considering  the  subject  of  commission  charges  on  farm 
mortgage  loans.  It  has  already  been  stated  in  this  chap¬ 
ter  that  the  payment  of  commissions  by  borrowers  was 
prohibited  by  the  Farm  Loan  Act  under  any  pretense 
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whatsoever.  It  was  known  at  the  time  the  act  was  being 
formulated  that  the  commissions  charged  on  loans  in¬ 
creased  quite  a  little  the  cost  of  money  borrowed  by 
farmers,  and  it  was  the  intention  of  Congress  to  eradi¬ 
cate  them  root  and  branch. 

Little  evidence  is  obtainable  as  to  the  amount  of  com¬ 
missions  charged  on  farm  mortgage  loans.  The  Bureau 
of  the  Census  has  made  no  report  thereon,  but  the  in¬ 
vestigations  by  the  United  States  Department  of  Agri¬ 
culture  in  1915,  in  connection  with  the  determination  of 
the  interest  rates  prevailing  at  that  time,  included  an 
inquiry  into  the  amount  of  commission  farmers  were 
accustomed  to  pay  in  procuring  mortgage  loans.  While 
these  investigations  on  commission  charges  were  ex¬ 
tremely  limited  in  scope,  they  covered  every  state  and 
are  thoroughly  reliable  so  far  as  they  go  since  the 
amounts  are  reported  by  farmers  who  actually  paid 
them.  These  commissions  were  of  considerable  signifi¬ 
cance  to  those  persons  and  organizations,  such  as  the 
Farm  Mortgage  Bankers’  Association  of  America,  many 
of  whom  carried  on  the  business  of  making  farm  mort¬ 
gage  loans  and  selling  the  mortgages.  In  such  cases  the 
commission  charges  frequently  furnished  the  chief  source 
of  profits  and  they  were  vital  to  the  income  of  many 
money-lending  persons  and  institutions.  These  figures, 
therefore,  not  only  make  known  the  extent  of  the  saving 
to  farmers  who  were  given  the  opportunity  of  borrowing 
without  the  payment  of  commissions,  but  they  reveal 
the  extent  of  the  loss  on  the  other  side  of  the  ledger 
which  stirred  up  the  animosities  of  those  financial  inter- 
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ests  whose  incomes  had  thus  been  affected  by  the  new 
system  of  farm  mortgage  loans. 

Omitting  the  five  states  of  Connecticut,  Delaware, 
Massachusetts,  New  Hampshire,  and  Vermont,  in  which 
the  average  commission  charges  were  found  to  be  less 
than  one-tenth  of  1  per  cent,  and  Nevada,  in  which  they 
were  not  ascertained,  the  average  annual  commission 
charges  paid  by  farmers  at  the  beginning  of  1915,  ar¬ 
ranged  by  states  in  the  order  of  their  rate,  are  shown 
in  the  following  table: 


Table  IV. — Average  annual  commissions  on  farm  mortgages  in  1915 


State 

Per 

cent 

State 

Per 

cent 

State 

Per 

cent 

0.1 

0.4 

Alabama . 

0.7 

Q,  1 

0.4 

Idaho . 

0.7 

0  1 

0.4 

Virginia . 

0.7 

0  2 

0.4 

Kansas . 

0.8 

0  2 

Utah . 

0.4 

Nebraska . 

0.8 

0  2 

0.5 

New  Mexico . 

0.8 

0  2 

0.5 

Washington . 

0.8 

0  .3 

0.6 

Wyoming . 

0.8 

0.3 

Colorado . 

0.6 

South  Dakota  .  .  . 

1.0 

0.3 

0.6 

Georgia . 

1.1 

0.3 

Missouri . 

0.6 

North  Carolina. . . . 

1.4 

o  3 

0.6 

Montana . 

1.6 

0  3 

0.6 

Oklahoma . 

1.8 

Pennsylvania . 

0.3 

Texas . 

0.6 

North  Dakota. . . . 

1.8 

As  a  general  rule,  commission  charges  were  found 
to  be  highest  in  those  states  in  which  agriculture  was  less 
advanced  and  more  dependent  on  outside  capital  for  its 
credit  sources.  These  facts  are  well  worth  consideration, 
since  the  foregoing  table  emphasizes  the  necessity  of 
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adding  the  charge  for  commissions  in  estimating  the 
actual  saving  to  farmers  who  borrow  through  the  federal 
farm  loan  system.  It  is  particularly  shown  by  the  fact 
that  the  average  annual  commissions  of  1.4  per  cent 
in  North  Carolina,  1.6  per  cent  in  Montana,  and  1.8  per 
cent  in  Oklahoma  and  North  Dakota  stand  in  marked 
contrast  with  the  very  low  commission  rates  prevailing 
in  many  eastern  states,  where  the  sources  of  local  funds 
are  more  than  sufficient  to  meet  all  the  requirements  of 
farmers,  and  the  comparatively  moderate  commission 
rates  in  many  other  parts  of  the  country,  where  farm 
lands  are  high  in  price  and  the  best  types  of  farming 
are  practiced. 

In  most  states  the  lower  commission  rates  conform 
to  the  lower  rates  of  interest.  They  seem  to  go  hand  in 
hand.  In  some  states,  however,  this  feature  is  not  so 
pronounced  or  is  entirely  reversed.  Moreover,  in  a  few 
instances  it  is  more  than  likely  that  the  commission 
charge  was  affected  by  the  laws  of  a  given  state  where 
it  is  not  infrequently  used  as  a  means  of  evading  a 
usury  law.  In  North  Carolina,  for  example,  where  the 
legal  rate  of  interest  was  6  per  cent,  the  average  annual 
commission  charge  was  1.4  per  cent;  while  in  South 
Carolina,  where  the  legal  rate  of  interest  was  7  per  cent, 
with  the  right  under  contract  to  make  it  8  per  cent,  the 
average  annual  commission  was  only  0.6  per  cent. 

Before  the  advent  of  the  federal  farm  loan  system, 
therefore,  the  actual  rate  of  interest  paid  by  farmers 
offering  equal  security  within  a  given  community  was 
determined  by  competitive  forces  which  regulated  the 
rate  more  or  less  by  means  of  an  added  commission.  It 
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made  little  difference,  so  far  as  the  total  cost  of  borrow¬ 
ing  was  concerned,  whether  a  loan  was  obtained  from  a 
private  money-lender,  a  bank,  a  mortgage  company,  or 
an  insurance  company.  While  each  borrower  undoubt¬ 
edly  paid  a  commission  in  some  form,  as  a  rule  the 
amount  so  paid  by  a  borrower  varied  inversely  with  the 
rate  of  interest  received  by  the  lender  and,  consequently, 
it  had  an  equalizing  effect  on  the  actual  cost  of  bor¬ 
rowing. 

In  an  investigation  conducted  in  Kansas  by  George 
E.  Putnam  it  was  found  that  on  five-year  loans  made 
by  life  insurance  companies  at  5^  Per  cent  interest,  the 
loan  agents  charged  a  commission  of  5  per  cent,  thus 
adding  1  per  cent  a  year  to  the  rate  recorded  in  the  mort¬ 
gage.  On  the  other  hand,  when  banks  made  a  com¬ 
petitive  farm  loan  for  the  same  term  of  years,  the  low¬ 
est  rate  was  usually  6  per  cent,  with  an  extra  charge 
of  2  or  3  per  cent  for  commission.  In  other  words,  the 
competitive  farm  mortgage  rate  was  approximately  6 y2 
per  cent  for  all  such  loans. 

While  the  above  is  directly  applicable  to  Kansas,  the 
foregoing  table  of  average  annual  commissions  shows 
that  the  rates  paid  by  farmers  varied  considerably  in 
different  states  and  bore  no  direct  relation  to  the  rate 
of  interest.  The  aim  was  to  get  the  most  possible  out 
of  every  farmer  who  was  compelled  to  place  a  mortgage 
on  his  farm  no  matter  how  costly  the  process  of  borrow¬ 
ing  might  become.  The  only  apparent  regulatory  force 
was  that  of  competition  among  money-lenders.  The 
justice  of  thus  raising  the  interest  above  the  legal  rate 
prescribed  by  any  particular  state  law  never  seemed 
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to  give  much  concern  to  the  persons  or  agencies  making 
farm  mortgage  loans.  All  the  benefit  was  on  the  side 
of  the  lender  rather  than  to  the  benefit  of  the  borrower. 

If  any  doubt  should  exist  as  to  the  extent  that  the 
federal  farm  loan  system  brought  about  lower  interest 
rates  on  farm  mortgage  loans  in  the  various  states,  there 
can  be  no  doubt  whatsoever  as  to  its  effects  in  abolishing 
the  payment  of  commissions.  The  Farm  Loan  Act  made 
it  mandatory  on  both  federal  and  joint  stock  land  banks 
that  they  “shall  in  no  case  demand  or  receive,  under 
any  form  or  pretense,  any  commission  or  charge  not 
specifically  authorized  in  this  act.”  Such  a  commission 
could  not  even  take  the  form  of  a  bonus,  the  collection 
of  interest  in  advance,  or  any  other  method  of  adding 
to  the  already  heavy  cost  to  the  farmer  of  borrowing 
money.  The  federal  farm  loan  system  must,  at  least, 
be  accredited  with  having  done  that  much  good  in  the 
farm  mortgage  credit  field. 


CHAPTER  VIII 

THE  COSTS  OF  A  FARM  MORTGAGE  LOAN 

Before  a  borrower  can  complete  a  loan  on  farm  mort¬ 
gage  security,  there  are  various  expenses  which  he  has  to 
pay.  These  include  such  items  as  the  charges  for 
appraisal,  the  preparation  of  an  abstract  of  title,  legal 
fees,  recording  fees,  stamp  taxes,  and  other  incidental 
expenses.  All  these  items  together  add  materially  to  the 
cost  of  borrowing. 

The  question  as  to  whether  there  has  been  any  reduc¬ 
tion  of  these  costs  under  the  federal  farm  loan  system 
may  be  considered  under  the  following  general  proposi¬ 
tions:  (1)  The  cost  of  procuring  a  loan;  (2)  the  cost 
of  continuing  a  loan;  (3)  the  method  of  repaying  a 
loan;  and  (4)  the  length  of  time  a  loan  may  run.  These 
are  the  chief  factors  which  determine  to  what  extent,  if 
any,  farm  mortgage  credit  conditions  have  been  im¬ 
proved  under  the  provisions  of  the  Farm  Loan  Act. 

THE  COST  OF  APPRAISAL 

Attention  has  already  been  called  to  the  fact  that  the 
Farm  Loan  Act  has  no  jurisdiction  over  legal  fees  and 
recording  charges  imposed  by  the  law  of  any  state.  How¬ 
ever,  when  it  comes  to  the  question  of  the  cost  of  apprais¬ 
ing  a  farm,  it  is  possible  that  some  of  these  charges 
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may  be  a  little  less  to  a  borrower  under  the  federal  farm 
loan  system  than  they  would  be  if  he  had  obtained  a  loan 
from  another  source. 

So  far  as  the  cooperative  branch  of  the  federal  farm 
loan  system  is  concerned,  the  cost  of  borrowing  probably 
has  been  increased  by  an  additional  form  of  farm 
appraisal.  The  law  provides  that  a  first  appraisal  of 
an  applicant’s  farm  shall  be  made  by  a  loan  committee 
of  the  national  farm  loan  association,  consisting  of 
three  members.  The  expenses  of  this  committee  have 
to  be  paid  by  the  applicant.  There  is  nothing  cor¬ 
responding  to  this  appraisal  under  the  ordinary  condi¬ 
tions  of  appraising  a  farm  as  the  basis  for  a  loan  when 
made  by  a  bank,  mortgage  company,  insurance  com¬ 
pany,  or  any  other  money-lending  agency.  Conse- 
sequently,  whatever  the  costs  of  appraising  a  farm  when 
made  by  a  local  loan  committee  of  an  association,  they 
add  that  much  to  the  cost  of  procuring  a  loan  by  bor¬ 
rowers  who  are  members  of  a  cooperative  national  farm 
loan  association.  Borrowers  from  a  joint  stock  land 
bank  do  not  have  this  additional  expense  to  meet. 

In  other  respects,  land  appraisals  by  all  other  farm 
mortgage  concerns  conform  to  those  made  by  govern¬ 
ment  appraisers  appointed  by  the  Farm  Loan  Board. 
These  appraisers  serve  both  federal  and  joint  stock  land 
banks.  The  cost  of  appraising  farms,  when  carried  out 
in  strict  conformity  with  the  law,  in  all  probability  cor¬ 
responds  closely  with  the  cost  of  appraisal  to  a  farmer 
who  borrows  from  any  other  farm  mortgage  agency. 
This  is  particularly  true  of  the  joint  stock  land  banks 
many  of  whose  officers  and  directors,  having  had  experi- 
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ence  as  farm  mortgage  bankers,  are  thoroughly  familiar 
with  farming  conditions.  They  know  how  to  keep  down 
expenses  in  order  to  get  business  on  their  books,  and  they 
know  that  a  low  cost  of  appraisal  is  an  element  in  favor 
of  an  increase  of  business.  Therefore,  it  is  to  the  best 
interests  of  joint  stock  land  banks  to  keep  down  the 
cost  of  appraisal  to  the  minimum,  and  their  officers  are 
wide  awake  to  the  situation. 

There  is  little  opportunity  for  excessive  charges  against 
farmers  for  the  making  of  farm  appraisals  as  a  basis 
for  a  loan,  and  it  is  doubtful  whether  the  farm  loan  sys¬ 
tem  has  brought  any  general  relief  to  borrowers  by  re¬ 
ducing  the  cost  of  this  service.  There  might  have  been 
slight  reductions  of  cost  in  exceptional  cases.  The 
appraisal  of  farm  lands  has  been  for  a  long  time  a  fairly 
stabilized  service,  its  charges  being  based  on  a  recog¬ 
nized  list  of  legitimate  expenses  of  an  appraiser.  In 
view  of  no  evidence  to  the  contrary,  it  seems  reasonable 
to  conclude  that  this  system  has  not  been  instrumental 
in  bringing  any  benefit  to  borrowers  in  the  form  of  a 
reduction  in  the  cost  of  appraisals  when  made  by  federal 
appraisers  for  either  class  of  land  banks. 

FARM  LOAN  ASSOCIATION  FEES 

It  was  soon  recognized  that  the  expenses  of  a  loan 
committee  of  three  members  would  be  the  means  of  off¬ 
setting  any  economical  advantage  resulting  from  cooper¬ 
ative  credit  among  farmers,  and  an  effort  was  made  to 
lower  this  expense  by  an  amendment  to  the  Farm  Loan 
Act.  This  amendment  was  approved  on  April  20,  1920. 
It  is  permitted  the  loan  committee  to  designate  the  secre- 
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tary-treasurer  of  the  association  or  some  other  person 
to  make  the  necessary  appraisal  of  an  applicant’s  farm. 
The  plain  object  was  to  lower  the  cost  of  appraisal  by 
allowing  one  person  to  incur  expense  instead  of  three. 

In  the  meantime,  there  had  also  been  considerable 
agitation  to  permit  a  national  farm  loan  association  to 
assess  its  members  in  order  to  procure  funds  for  operating 
expenses.  This  the  Farm  Loan  Board  was  unwilling  to 
allow  notwithstanding  the  express  provision  of  the  law 
Which  authorized  the  board  of  directors  to  levy  “an  assess¬ 
ment  on  members  in  proportion  to  the  amount  of  stock 
held  by  each.”  Nevertheless,  the  board  did  foster  an 
amendment  to  the  act  which  permitted  an  association 
“to  fix  reasonable  initial  charges  to  be  made  against 
applicants  for  loans  and  to  borrowers  in  order  to  meet 
the  necessary  expenses  of  the  association;”  but  with  this 
qualifying  proviso  “that  such  charges  shall  not  exceed 
amounts  to  be  fixed  by  the  Farm  Loan  Board,  and  shall 
in  no  case  exceed  1  per  centum  of  the  amount  of  the 
loan.” 

An  explanatory  note  framed  by  the  board  differen¬ 
tiates  two  fees  which  an  association  could  collect:  (1) 
From  an  applicant  who  might  fail  in  procuring  a  loan, 
but  said  fee  would  assure  to  an  association  sufficient 
money  to  cover  its  prospective  expenses;  and  (2)  an 
additional  fee  collected  from  a  borrower’s  loan  for  the 
direct  benefit  of  an  association.  The  explanatory  note 
bearing  on  these  two  fees  reads  as  follows: 

“First.  The  fee  exacted  at  the  time  the  application 
is  made.  This  fee  should  be  sufficient  to  cover  all  ex- 
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pense  including  the  service  of  the  loan  committee  up  to 
the  time  the  application  is  sent  to  the  bank. 

“ Second .  The  fee  collected  when  the  loan  is  finally- 
closed.  This  should  be  withheld  by  the  association  when 
the  remittance  for  the  proceeds  of  the  loan  is  received 
or  should  be  deducted  by  the  bank  for  the  benefit  and 
in  behalf  of  the  association.” 

Theoretically  the  preliminary  and  closing  fees  that  a 
national  farm  loan  association  may  charge  applicants 
for  loans  and  actual  borrowers  are  based  on  a  sliding 
scale,  the  regulatory  power  being  the  Farm  Loan  Board, 
but  with  the  limit  of  maximum  charges  placed  by  law 
at  1  per  cent  of  the  amount  of  the  loan.  That  there 
should  be  no  misunderstanding  concerning  these  fees,  the 
board  explicitly  declared  in  a  further  statement  “that 
the  above  relates  only  to  charges  made  by  an  association 
and  has  no  connection  with  or  relation  to  the  charges 
which  may  be  made  by  the  bank  for  appraisal  and  legal 
determination  of  title.” 

Whatever  the  outcome  of  an  application  for  a  loan 
through  a  national  farm  loan  association,  an  initial  fee 
has  to  be  paid  which  is  sufficiently  high  to  protect  the 
association  against  loss  in  making  the  preliminary 
appraisal  and  for  meeting  other  minor  expenses.  Many 
associations  make  a  charge  of  $10,  $25,  or  some  other 
definite  figure  irrespective  of  the  amount  of  the  loan 
desired,  while  others  charge  on  a  percentage  basis  but 
not  in  excess  of  1  per  cent  of  the  amount  of  the  loan. 
In  case  an  application  is  rejected  by  the  federal  land 
bank,  any  balance  of  the  fee  unexpended  by  the  associa¬ 
tion  is  returned  to  the  applicant  and  the  transaction  is 
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closed  so  far  as  that  farmer  is  concerned.  The  expense 
to  which  he  has  been  put  is  a  dead  loss  to  him.  When  a 
loan  is  approved,  another  fee  may  be  collected  for  the 
association  which  may  bring  the  total  up  to  1  per  cent 
of  the  loan.  An  adjustment  is  made  when  a  loan  is 
finally  closed,  the  board’s  regulatory  power  being  exer¬ 
cised  through  examination  of  an  association’s  books  by 
regular  federal  examiners.  This  regulatory  examination 
applies  to  fees  collected  of  both  successful  and  unsuc¬ 
cessful  applicants. 

In  the  efforts,  then,  to  carry  out  the  form  of  coopera¬ 
tive  mortgage  credit  prescribed  by  the  Farm  Loan  Act, 
applicants  for  loans  and  actual  borrowers  thereunder 
have  an  added  charge  which  to  some  extent  possibly  in¬ 
creases  rather  than  decreases  the  cost  of  borrowing. 
While  all  agencies  which  make  farm  mortgage  loans,  in¬ 
cluding  the  joint  stock  land  banks,  collect  an  initial 
fee  to  cover  estimated  expenses  and  to  provide  against 
loss  if  for  some  reason  a  loan  is  not  granted,  these 
expenses  include  the  cost  of  making  an  appraisal  on  the 
farm  offered  as  security.  In  the  case  of  borrowers 
through  a  national  farm  loan  association,  however,  it 
is  not  so.  The  board’s  explanatory  note  clearly  enunci¬ 
ates  that  the  fees  collected  by  an  association  do  not 
cover  a  federal  land  bank’s  cost  of  appraisal.  These 
fees  in  a  measure  take  the  place  of  the  cost  of  appraising 
a  farm  by  a  local  loan  committee,  but  they  are  not 
always  sufficient  to  cover  all  the  expenses  of  an  asso¬ 
ciation.  For  this  reason  many  associations  are  em- 
bairassed  by  a  lack  of  funds  which  have  to  be  supplied 
somehow  by  their  members.  To  a  greater  or  less  extent, 
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therefore,  the  collection  of  fees  from  applicants  and  bor¬ 
rowers  becomes  an  additional  burden  which  varies  ac¬ 
cording  to  the  economical  or  extravagant  management 
of  particular  associations. 

LOSS  OP  DIVIDENDS  ON  STOCK 

The  law  requires  that  “any  person  desiring  to  borrow 
on  farm  land  mortgage  through  a  national  farm  loan 
association  shall  make  application  for  membership  and 
shall  subscribe  for  shares  of  stock  in  such  farm  loan 
association  to  an  amount  equal  to  five  per  centum  of 
the  face  of  the  desired  loan.”  The  value  of  shares  of 
stock  is  $5  each,  so  that  each  borrower  becomes  the 
owner  of  one  share  of  association  stock  for  each  $100 
of  the  amount  of  his  loan.  This  stock  is  not  delivered 
to  the  borrower,  but  is  held  by  the  association  as  col¬ 
lateral  security  for  the  payment  of  the  loan.  The  bor¬ 
rower,  however,  has  to  be  paid  “any  dividends  accruing 
and  payable  on  said  capital  stock  while  it  is  outstand¬ 
ing.” 

Considerable  misunderstanding  has  arisen  concerning 
the  payment  of  dividends  by  the  federal  land  banks  and 
the  failure  to  receive  dividends  on  the  part  of  borrowers. 
The  difficulty  arises  from  the  fact  that  farmers  who 
borrow  through  an  association  are  not  stockholders  in 
the  federal  land  bank,  but  in  their  local  association 
only.  A  farmer’s  stock  obligations  and  prospective  re¬ 
wards  begin  and  end  in  his  association. 

Now,  the  amount  of  a  borrower’s  subscription  for  stock 
is  resubscribed  by  his  association  in  the  stock  of  the 
federal  land  bank  of  its  district.  The  association  is  a 
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corporation  chartered  by  the  Farm  Loan  Board.  When¬ 
ever  an  association,  therefore,  desires  to  secure  a  loan 
for  a  member,  “it  shall  subscribe  for  capital  stock  of 
said  land  bank  to  the  amount  of  five  per  centum  of  such 
loan.”  Besides  the  note  and  mortgage  given  by  the 
borrower,  which  are  indorsed  by  the  association,  this 
stock  is  held  by  the  bank  as  additional  collateral  security 
for  the  payment  of  the  loan,  “but  said  association  shall 
be  paid  any  dividends  accruing  and  payable  on  said 
capital  stock  while  it  is  outstanding.”  Each  association, 
then,  is  the  direct  recipient  of  any  dividends  paid  by  a 
federal  land  bank. 

All  federal  land  banks  have  paid  an  annual  dividend 
of  6  per  cent  to  their  association  stockholders  from  the 
beginning.  In  July,  1922,  all  the  banks  except  that  at 
Spokane  increased  their  rate  of  dividends,  the  Omaha 
bank  paying  10  per  cent  and  the  others  8  per  cent.  The 
national  farm  loan  associations,  however,  which  received 
those  dividends  have  not,  as  a  rule,  passed  them  on  to 
their  individual  borrowers  except  in  diminished  amounts. 
Only  in  rare  instances  has  an  association  declared  a  6 
per  cent  dividend  to  its  stockholders.  In  those  cases 
it  has  been  largely  due  to  the  fact  that  the  fees  collected, 
the  assessments  made,  and  the  economical  administra¬ 
tion  of  the  association  have  enabled  its  directors  to  re¬ 
fund  all  the  dividends  paid  to  it  by  the  federal  land 
bank.  However,  in  such  cases  the  assessments  on  mem¬ 
bers  have  become  an  additional  burden  instead  of  the 
loss  on  the  dividends  on  stock.  The  increase  in  the  cost 
of  borrowing  remains  about  the  same  in  either  case. 

In  the  Spokane  federal  land  bank  district — where 
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many  farmers  have  become  delinquent  in  paying  the 
installments  on  their  loans  because  of  drought  condi¬ 
tions,  the  low  prices  received  for  farm  products,  lack  of 
transportation  facilities  when  crops  were  sometimes 
ready  for  market,  or  for  some  other  reason  which  lowered 
their  income  and  made  it  impossible  for  them  to  pay — 
stock  dividends  to  borrowers  have  been  withheld  alto¬ 
gether  by  many  associations.  The  funds  received  as 
dividends  from  the  land  bank  have  been  immediately 
advanced  by  the  associations  as  loans  to  borrowers  to 
help  them  meet  delinquent  payments  on  their  loans. 
These  conditions  in  some  parts  of  the  district  have  pre¬ 
vailed  for  two  or  three  years.  There  has  been  an  entire 
loss  to  borrowers  on  their  stockholdings  in  many  associa¬ 
tions.  On  a  loan  of  $1,000,  which  means  a  stock  invest¬ 
ment  of  $50,  the  loss  in  dividends  would  be  only  about  $3 
or  $4  a  year.  On  loans  ranging  from  $10,000  to  $25,000 
the  loss  in  dividends  becomes  an  important  item  and  may 
range  anywhere  from  $30  to  $75  a  year.  In  such  cases 
the  loss  of  dividends  on  stock  adds  materially  to  the 
cost  of  borrowing  through  a  national  farm  loan  asso¬ 
ciation. 

To  what  extent,  then,  have  farmers  been  deprived  of 
stock  dividends  in  their  associations?  The  Farm  Loan 
Board  attempted  to  provide  an  answer  to  that  question 
not  long  ago.  The  returns  were  somewhat  surprising. 
Table  V,  page  126,  presents  the  essential  facts  on  the  sit¬ 
uation  as  a  whole  with  reference  to  the  distribution  of 
dividends  by  the  federal  land  banks  and  the  national 
farm  loan  associations,  the  amounts  set  aside  as  reserves 


Table  V. — Distribution  of  dividends  and  assessments  by  national  farm  loan  associations 

November  1,  1922 
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and  surplus,  and  the  total  sums  collected  from  appli¬ 
cants  and  borrowers  in  some  form  of  assessment. 

From  these  data  it  appears  that  the  dividends  dis¬ 
tributed  by  the  national  farm  loan  associations  have 
averaged  only  46  per  cent  of  the  dividends  disbursed  by 
the  federal  land  banks.  This  would  represent  an  average 
loss  to  borrowers  of  54  per  cent  of  the  dividends  due 
on  each  $1,000  of  loan.  The  total  number  of  active 
associations  on  November  1,  1922,  was  4,463,  so  that 
818  failed  to  make  a  report  on  the  distribution  of  divi¬ 
dends  to  their  members.  The  loss  to  borrowers,  therefore, 
is  likely  to  be  even  greater  than  the  preceding  figures 
indicate. 

The  loss  incurred  by  borrowers  on  their  investment 
in  association  stock  is  an  additional  reason  for  direct 
borrowing  by  individual  farmers  from  the  federal  land 
banks.  In  the  fifth  annual  report  of  the  Farm  Loan 
Board,  the  reasons  assigned  for  recommending  direct 
borrowing  are:  (1)  That  most  farmers,  after  having 
procured  their  loans,  take  little  or  no  interest  in  the 
affairs  of  the  association  because  they  lack  the  spirit 
of  cooperation;  and  (2)  that  some  associations  cease  to 
function  after  the  organizers  have  obtained  their  loans, 
thereby  failing  to  serve  their  communities  in  providing 
farm  mortgage  loans.  For  these  reasons  the  board  ex¬ 
pressed  their  conviction  that  federal  land  banks  should 
be  authorized  by  law  “to  make  loans  direct  to  a  bor¬ 
rower  in  the  same  manner  as  joint  stock  land  banks, 
except  that  a  borrower  should  be  required  to  take  stock 
in  the  federal  land  bank  equal  to  5  per  cent  of  the  amount 
of  his  loan.” 
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In  view  of  the  preceding  discussion,  the  advantages 
of  direct  borrowing  can  readily  be  perceived.  Not  only 
would  individual  borrowers  receive  the  full  dividends  on 
their  stock  of  6,  8,  or  10  per  cent  when  declared  by  the 
federal  land  banks,  but  they  would  be  saved  many  other 
incidental  costs  which  membership  in  an  association 
now  involves  without  any  compensatory  cooperative 
benefits  arising  therefrom. 

THE  COST  OF  ABSTRACTS  OF  TITLE 

One  of  the  recognized  burdens  on  farmers  in  procuring 
a  mortgage  loan  is  the  cost  of  making  an  abstract  of 
title  on  the  property  offered  as  security.  It  has  long  been 
known  that  this  charge  was  frequently  unusually  high 
and  that  it  added  materially  to  the  cost  of  borrowing 
money  on  mortgage.  This  was  one  of  the  subjects 
investigated  in  Europe  in  1913  by  the  two  American 
commissions.  It  was  found  that  nearly  all  processes 
dealing  with  the  making  and  recording  of  land  mortgage 
obligations  were  performed  as  cheaply  as  possible  in 
order  to  lighten  a  debtor’s  burden.  In  some  instances 
the  procedure  is  performed  by  public  authorities  without 
cost  to  the  borrower,  but  in  most  cases  the  costs  are 
reduced  to  the  minimum.  Among  the  charges  more  or 
less  under  state  control  are  those  for  making  and  record¬ 
ing  abstracts  of  title.  So  far  as  American  farmers  are 
concerned,  this  has  become  one  of  the  most  important 
problems  relating  to  land  economics  and  rural  credits. 

The  simple  life  led  by  the  average  farmer,  which  is 
spent  far  from  the  maddening  rush  of  city  life,  subjects 
him  to  all  sorts  of  deception  as  to  the  value  of  legal 
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services  in  procuring  a  mortgage  loan  on  his  farm.  This 
frequently  leads  to  overcharges  for  performing  those 
services.  It  is  a  matter,  however,  over  which  the  federal 
government  has  little  or  no  control.  It  is  particularly 
true  as  to  the  cost  of  making  an  abstract  of  title.  In 
the  United  States  it  has  developed  into  a  sort  of  organ¬ 
ized  conspiracy  by  registered  title  abstractors  against 
innocent  and  unorganized  farmers  who  do  not  know  the 
value  of  the  work  entailed  but  who  have  to  place  a  mort¬ 
gage  on  their  farms.  The  charges  for  making  an  abstract 
of  title  are  frequently  excessive.  In  one  instance  under 
the  federal  farm  loan  system,  a  borrower  stated  on  his 
application  that  the  attorney  had  charged  him  $500  for 
this  service,  and  one  of  the  reasons  given  for  borrowing 
was  to  pay  off  this  charge.  This  confronts  us  with  the 
question:  To  what  extent  has  the  federal  farm  loan 
system  been  instrumental  in  reducing  the  cost  of  pre¬ 
paring  an  abstract  of  title? 

While  little  information  is  available  as  to  the  actual 
sums  farmers  pay  for  the  preparation  of  their  abstracts 
of  title,  it  is  known  that  the  charges  are  high  enough 
to  increase  greatly  the  cost  of  borrowing.  Because  of 
a  complaint  lodged  with  the  Farm  Loan  Board,  an 
examiner  ascertained  from  the  records  of  an  association 
in  North  Carolina  the  charges  for  abstracts  made  against 
its  members.  The  following  statement  shows  these 
amounts  in  ascending  order: 


$31.60  $75.00 

65.00  78.00 

65.00  79.00 

67.00  82.50 

75.00  88.00 


$98.00  $125.00 
99.00  125.00 
109.00  127.00 
110.00  137.00 
117.00  137.00 


$143.00 

154.00 

193.00 

213.00 

230.00 
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Are  these  charges  unusually  excessive?  It  was  later 
ascertained  that  in  many  cases  members  of  this  associa¬ 
tion  had  been  overcharged  for  this  service.  As  a  result 
the  federal  land  bank  withdrew  its  approval  of  that 
attorney  both  for  making  abstracts  and  for  closing  loans. 

These  figures  are  presented  for  the  purpose  of  showing 
actual  charges  paid  by  borrowers  for  abstracts  of  title 
and  the  need  of  reform  in  this  particular.  As  a  step  in 
the  right  direction,  some  national  farm  loan  associations 
have  adopted  a  sliding  scale  of  abstract  fees  which  range 
from  a  minimum  charge  of  $12.50  for  a  loan  from  $100 
to  $500;  and  from  $15  to  $81.25  on  loans  above  $500  to 
$10,000.  Even  under  this  arrangement,  it  is  plain  that 
the  expense  of  furnishing  an  abstract  of  title  is  one  of 
the  heaviest  items  in  maintaining  the  high  cost  of  bor¬ 
rowing  money  on  farm  mortgage  security. 

CHARGES  FOR  DETERMINATION  OF  TITLE 

While  the  Farm  Loan  Act,  then,  has  not  in  all  proba¬ 
bility  effected  any  reduction  in  the  cost  to  a  borrower 
for  the  preparation  of  his  abstract,  it  does  protect  him 
against  excessive  charges  for  the  determination  of  title. 
Both  are  legal  processes  in  procuring  a  farm  mortgage 
loan.  An  abstract  of  title  must  be  prepared  by  an  attor¬ 
ney,  a  professional  abstractor,  or  a  guaranty  title  com- 
pany,  and  it  must  be  submitted  by  the  prospective 
borrower  with  his  application  for  a  loan  to  the  money- 
lending  person  or  institution.  It  is  recognized  as  a  legal 
document  which  shows  that  the  applicant  is  the  real 
owner  of  the  property  offered  as  security  for  the  loan. 
Whatever  the  search  required  to  prepare  this  abstract, 
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which  may  involve  considerable  time  spent  in  examining 
county  records  of  land  transfers  in  the  past,  a  prospec¬ 
tive  borrower  has  to  pay  the  cost  thereof.  This  charge 
is  preliminary  to  making  an  application  for  a  loan 
directly  to  the  loaning  agency.  As  a  rule,  no  bank  or 
company  which  makes  loans  on  farm  mortgages  will 
consider  the  granting  of  a  loan  until  examination  has 
been  made  by  its  own  legal  representative  as  to  the 
validity  and  correctness  of  the  abstract.  This  latter 
process  is  technically  termed  the  determination  of  title. 

Though  the  federal  farm  loan  system  has  -aothing  to 
say  about  the  charge  to  farmers  for  preparing  an  abstract 
of  title,  it  does  protect  a  borrower  against  excessive 
charges  for  determination  of  title  by  means  of  a  provi¬ 
sion  of  the  law  which  prohibits  either  a  federal  or  a  joint 
stock  land  bank  from  charging  more  than  the  actual 
cost  to  the  bank  for  this  service. 

As  indicated  above,  however,  the  procedure  known  as 
the  determination  of  title  is  more  or  less  of  a  perfunctory 
nature.  It  means  that  a  person,  bank,  or  company 
makes  an  examination  of  an  abstract  of  title  through 
an  attorney  to  ascertain  whether  or  not  it  is  chronologi¬ 
cally  without  flaws  when  submitted  with  an  application 
for  a  loan.  The-  purpose  is  to  make  sure  that  the  pros¬ 
pective  borrower  is  the  real  owner  of  the  property  offered 
as  security.  This  is  usually  not  a  costly  service,  and 
there  has  been  little  or*  no  complaint  that  farmers  have 
had  to  pay  excessive  charges  for  it  by  persons  or  institu¬ 
tions  making  farm  mortgage  loans. 

As  previously  pointed  out,  the  charges  for  appraisal 
and  determination  of  title  by  both  federal  and  joint 


132  Farm  Credits  in  the  United  States  and  Canada 

stock  land  banks  have  been  sanctioned  by  the  Farm 
Loan  Board  on  a  percentage  basis  of  the  amount  of  the 
loan.  To  what  extent,  then,  the  system  has  reduced  the 
cost  to  farmers  for  determination  of  title  it  is  not  possible 
to  say,  but  its  aim  has  been  not  only  to  protect  the  bor¬ 
rower,  but  to  maintain  the  charges  at  the  lowest  possible 
level.  In  these  particulars  the  system  has  undoubtedly 
been  beneficial  to  farmers  in  keeping  down  the  costs  of 
procuring  a  farm  mortgage  loan. 

ACTUAL  SAVING  TO  FARMERS 

It  has  already  been  shown  that  there  has  been  a 
gradual  lowering  of  interest  rates  on  farm  mortgage  loans 
since  the  advent  of  the  federal  farm  loan  system.  It 
can  hardly  be  claimed,  however,  that  the  Farm  Loan 
Act  was  the  only  cause  of  bringing  about  this  reduction 
during  the  years  1915  to  1920.  At  the  same  time  there 
is  every  reason  for  believing  that  the  effect  of  competi¬ 
tion  arising  as  a  result  of  this  legislation  was  the  main 
cause  of  interest  rates  gradually  declining  in  nearly 
every  state  in  that  period. 

If*  it  is  assumed  that  the  federal  farm  loan  system  is 
entitled  to  the  entire  credit  for  a  reduction  in  interest 
rates  and  that  it  has  also  been  the  means  of  saving  to 
farmers  the  payment  of  all  commissions  on  loans,  the 
question  then  arises  as  to  what  has  been  the  actual  finan¬ 
cial  benefit  to  borrowers  under  this  system.  Has  the 
saving  been  so  striking  as  to  make  the  pathway  of  the 
farmer  struggling  toward  financial  freedom  clear  of 
obstacles?  If  not,  wherein  lies  the  hope  of  the  farmer 
for  the  future  not  only  in  reducing  the  burden  of  con- 
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tinuing  a  loan,  but  in  the  expectation  of  its  ultimate 
repayment?  For,  after  all  is  said  and  done  in  behalf 
of  better  mortgage  credit  terms  and  conditions  for  farm¬ 
ers,  the  one  great  obstacle  to  financial  freedom  is  the 
debt,  whether  it  runs  for  a  short  or  a  long  period  of  years. 
While  the  great  drain  on  income  during  the  life  of  a  loan 
is  the  payment  of  interest,  the  overshadowing  burden 
after  all  is  the  debt  itself  which  has  to  be  paid  or  loss 
of  the  farm  by  foreclosure  becomes  the  appalling  penalty. 

Taking  it  for  granted,  then,  that  this  system  has  been 
beneficial  to  the  farmer  to  the  extent  of  wiping  out  all 
commission  charges  and  has  to  be  credited  with  the 
reduction  of  interest  rates  to  the  degree  disclosed  by  the 
difference  in  the  rates  prevailing  in  the  years  1915  and 
1920,  Table  VI  on  page  134  shows  by  federal  land  bank 
districts  the  actual  benefits  to  farmers  on  a  percentage 
basis  in  interest  rates  and  commission  charges. 

It  is  evident  from  the  following  table  that  the  federal 
farm  loan  system  has  been  instrumental  in  reducing  the 
cost  of  continuing  a  loan  through  the  saving  on  interest 
and  commission  charges.  The  range  in  this  benefit  of 
more  economical  farm  mortgage  credit  is  extremely 
variable,  there  being  no  average  saving  at  all  in  the  three 
states  of  Connecticut,  Delaware,  and  Massachusetts. 
In  eighteen  other  states  the  combined  saving  on  interest 
and  commissions  averages  less  than  1  per  cent,  while  in 
all  other  states  the  range  in  saving  averages  from  1  per 
cent  in  California  and  Minnesota  to  the  maximum  of  3.2 
per  cent  in  New  Mexico. 

There  are  many  states  and  districts,  then,  in  which 
the  average  saving  to  farmers  on  interest  and  commis- 
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Table  VI. — Annual  average  saving  to  farmers  on  interest  and  com¬ 
mission  charges  by  procuring  a  loan  under  the  Federal  Farm 
Loan  System 


States 

> 

Total  saving, 
per  oent 

|  States 

Total  saving, 
per  cent 

District  No.  1 

District  No.  7 

Maine . 

0.1 

New  Hampshire .  . 

0.2 

1  ft 

Vermont . 

0.2 

Rhode  Island . 

0.2 

0.6 

New  York.  . . . 

n  2 

New  Jersey . 

0.4 

District  No.  8 

District  No.  S 

Iowa . 

0.4 

Pennsylvania  .... 

0 

Nebraska . 

1  4 

Virginia . 

0  0 

South  Dakota . 

2  1 

West  Virginia . 

ft  Ft 

Wyoming . 

2.3 

Maryland . 

0.5 

District  No.  8 

District  No.  9 

1.7 

Kansas . 

0.9 

Oklahoma . 

1.8 

Colorado . 

2.1 

1.4 

New  Mexico . 

3.2 

District  No.  4 

4. a 

District  No.  10 

Tennessee . 

1.7 

1.7 

Kentucky . 

1.1 

Indiana . 

0.4 

District  No.  11 

0.2 

California . 

1.0 

District  No.  6 

Utah . 

1.9 

1.9 

Nevada . 

Arizona . 

1.9 

Mississippi . 

2.0 

District  No.  IS 

District  No.  3 

Idaho . 

1.6 

Illinois . 

0.5 

Missouri . 

0.7 

Arkansas . 

1.8 

Note:  The  average  total  saving  in  interest  and  commission  charges  combined, 
in  the  two  states  of  Connecticut  and  Massachusetts  of  the  first  land-bank  dis¬ 
trict,  as  well  as  in  Delaware  of  the  second  district,  was  less  than  one-tenth  of 
1  per  cent  a  year.  Consequently,  those  three  states  have  been  dropped  from  the 
list.  The  average  total  saving  in  the  United  States  is  1.1  per  cent  a  year. 
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sions  would  not  result  in  much  financial  benefit,  while 
in  other  states  it  would  form  quite  a  significant  item  in 
reducing  the  cost  of  carrying  a  mortgage  from  year  to 
year.  Assuming  that  a  farmer  has  a  mortgage  on  his 
farm  of  $3,356,  which  is  the  average  mortgage  debt 
reported  by  the  Census  of  1920,  and  that  he  is  paying 
the  combined  average  interest  and  commission  rate  of 
6.6  per  cent,  then  the  continuing  cost  of  this  loan  would 
be  $221.50  a  year.  If  this  cost  were  reduced  by  the 
average  saving  of  1.1  per  cent,  then  the  cost  of  con¬ 
tinuing  a  mortgage  loan  of  $3,356  would  be  $184.58,  or 
an  annual  reduction  in  interest  and  commission  charges 
of  $36.92.  This  is  equivalent  to  an  actual  average  saving 
to  farmers  in  the  United  States  of  $11  a  year  on  every 
$1,000  of  mortgage  loan  carried  by  them,  or  a  saving  of 
$1  for  every  one-tenth  of  1  per  cent  decrease  in  combined 
interest  and  commission  rates. 

However  insignificant  this  economy  in  mortgage  credit 
has  happened  to  be  for  individual  farmers  in  the  low- 
rate  states,  there  is  no  doubt  that  in  the  high-rate  states 
the  saving  on  interest  and  commissions  is  quite  substan¬ 
tial.  In  such  states  as  Colorado,  Florida,  Mississippi, 
Montana,  North  Dakota,  South  Dakota,  Washington, 
and  Wyoming,  where  the  average  annual  reduction  ranges 
from  2  to  2.4  per  cent,  the  amount  saved  to  farmers  on 
interest  and  commission  together  is  from  $20  to  $24  a 
year  on  each  $1,000  of  mortgage  debt.  In  New  Mexico, 
with  an  average  reduction  of  3.2  per  cent,  the  saving 
would  be  about  $32  a  year.  Undoubtedly  to  this  extent 
the  system  has  been  financially  advantageous  to  thou¬ 
sands  of  farmers  in  many  states  in  which  the  average 
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annual  interest  and  commission  rates  combined  exceeded 
the  maximum  6  per  cent  interest  rate  authorized  on  loans 
by  the  Federal  Farm  Loan  Act. 

FARM  DEBT  AND  COMMUNITY  WELFARE 

Besides  the  saving  to  individual  farmers  in  many 
states  in  the  expense  of  procuring  and  continuing  a  mort¬ 
gage  loan,  rural  communities  as  a  whole  have  also  re¬ 
ceived  immediate  benefits  in  ready  capital  which  farmers 
expend  for  various  productive  purposes  and  thereby  give 
impetus  to  local  trade.  Borrowing  for  productive  pur¬ 
poses  is  in  expectation  that  farmers  will  increase  their 
incomes  thereby.  Hence,  they  have  been  encouraged 
to  run  into  debt  in  the  belief  that  they  would  be  better 
able  to  get  themselves  out  of  debt.  The  purposes  for 
which  loans  may  be  expended,  as  well  as  the  amortiza¬ 
tion  method  of  repayment,  are  regarded  as  means  to  this 
end. 

There  is  a  latent  danger  here  to  which  little  or  no 
attention  has  been  given  so  far  as  the  ultimate  welfare 
of  rural  communities  is  concerned.  If  outside  capital 
is  brought  into  a  rural  district  for  making  loans  to 
farmers,  it  may  serve  useful  credit  and  business  needs 
for  the  time  being,  but  sooner  or  later  the  debt  must  be 
paid  with  interest.  While  a  saving  on  interest  and  com¬ 
mission  payments  is  a  good  thing,  it  does  not  relieve 
farmers  of  the  obligation  of  paying  interest  after  a  debt 
has  once  been  contracted.  The  danger  lies  in  the  fact 
that  the  outflow  of  money  from  payment  of  interest  and 
principal  will  greatly  exceed  its  inflow  from  borrowing. 

Rural  communities  are  sometimes  able  to  finance  the 
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needs  of  their  own  farmers  through  deposits  of  funds 
in  their  local  banks.  This  indicates  a  thrifty  and  pros¬ 
perous  condition.  There  are  thousands  of  such  communi¬ 
ties  in  the  United  States.  In  such  cases  the  payments 
of  interest  and  on  principal  of  loans  become  a  form  of 
revolving  fund  which  can  be  loaned  out  to  farmers  and 
country  storekeepers  for  the  profitable  conduct  of  their 
business.  The  debts  of  farmers  in  that  case  form  a  part 
of  rural  community  financing,  and  sufficient  funds  are 
usually  on  hand  to  meet  all  the  credit  needs  of  such 
prosperous  communities. 

The  case  is  altogether  different,  however,  when  money 
is  borrowed  from  outside  sources  to  lend  to  farmers. 
The  money  so  loaned  is  procured  from  wealthy  indi¬ 
viduals,  corporations,  and  banking  institutions  in  large 
cities,  the  so-called  money  centers  of  the  country.  These 
money  centers  may  be  a  thousand  miles  away  from  the 
rural  communities  which  receive  the  funds.  The  pur¬ 
chasers  of  such  tax-exempt  securities  as  farm  loan  bonds 
usually  reside  in  such  money  centers.  The  funds  thus 
invested  are  surplus  earnings,  unused  income,  or  bank 
deposits  which  would  otherwise  be  lying  idle  or  drawing 
only  a  small  income.  Their  investment  is  for  the  purpose 
of  procuring  an  additional  income,  and  it  makes  little 
difference  to  the  average  investor  whether  his  income  is 
derived  from  farmers  or  rural  communities  so  long  as 
payments  of  interest  and  on  principal  are  regularly 
forthcoming. 

However,  it  makes  considerable  difference  to  rural 
communities  whether  funds  arise  locally  or  from  outside 
sources,  for  the  income  to  an  investor  is  only  provided 
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by  the  drain  on  individual  farmers  with  consequent  loss 
of  deposits  and  possible  means  of  income  to  banks  in 
rural  communities.  While  outside  credit  may  seem  ad¬ 
vantageous  at  the  beginning  because  of  supplying  needed 
funds  in  time  of  emergencies,  in  the  end  it  will  inevitably 
impoverish  any  rural  community  whose  needs  have  to 
be  financed  in  this  manner.  This  is  due  to  the  fact  that 
both  interest  and  principal  of  debts  are  withdrawn  from 
local  circulation  by  being  returned  to  the  credit  sources 
from  which  they  came.  The  higher  the  interest  rate 
and  the  longer  the  period  of  loans,  the  greater  the  drain 
on  rural  community  funds.  For  every  $1,000  invested 
in  farm  mortgage  security  at  5*4  per  cent  interest,  repay¬ 
able  by  amortization  in  thirty-four  and  one-half  years, 
the  borrower  pays  and  the  community  loses  the  use  of 
$2,242;  and  at  6  per  cent  interest  the  loss  amounts  to 
$2,304. 

Here  is  a  danger,  then,  to  which  little  or  no  attention 
has  hitherto  been  given  in  farm  financing.  The  main 
purpose  of  many  credit  plans  has  seemed  to  be  to  get 
funds  from  outside  sources  into  the  hands  of  farmers 
without  giving  due  consideration  to  the  ultimate  effects 
of  this  kind  of  borrowing  on  the  general  welfare  of  rural 
communities.  Few  of  them  could  survive  the  pressure 
produced  by  an  outside  credit  of  $500,000  and  have 
withdrawn  therefrom  in  actual  funds  the  sum  of  $1,121,- 
000  paid  by  farmers  as  interest  and  principal.  On  the 
basis  of  $1,097,309,995  loaned  to  farmers  by  the  federal 
and  joint  stock  land  banks  during  a  little  more  than  six 
years,  the  borrowers  will  have  to  pay  no  less  than  $2,460,- 
169,000  as  interest  and  principal  during  the  period  of 
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indebtedness.  This  is  nothing  more  nor  less  than  slowly 
to  strangle  to  death  financially  all  rural  communities  so 
afflicted  with  credit  not  derived  from  local  sources.  Here 
is  a  menace  which  long-time  amortized  loans  made  with 
outside  capital  hold  within  their  grasp,  and  it  is  a  danger 
which  vastly  offsets  any  original  advantage  derived  from 
the  use  of  credit  at  moderate  rates  of  interest  and  on 
easy  terms  of  repayment. 


CHAPTER  IX 


THE  EXTENT  AND  LIMITATIONS  OF 
AMORTIZATION 

Fkom  the  foregoing  discussion  it  is  plain  that  the  best 
advice  that  can  be  given  to  farmers  is  to  keep  out  of 
debt.  The  Census  of  1920  showed  that  1,461,306  farm 
owners  had  mortgages  on  their  farms,  and  evidence  has 
already  been  presented  which  indicates  that  the  number 
of  mortgaged  farms  has  undoubtedly  greatly  increased 
since  the  census  returns  were  made. 

What  are  these  debt-burdened  farmers  to  do?  To 
what  extent  would  amortization  of  their  mortgages  aid 
them?  Does  this  plan  of  repaying  loans  give  farmers 
larger  incomes  by  reducing  the  amount  of  interest  they 
have  to  pay?  If  so,  what  has  been  this  gain  to  them? 
To  what  extent  has  the  amortization  plan  of  paying  off 
mortgages  been  adopted  by  money-lending  agencies? 
And,  lastly,  what  are  the  limitations  of  this  method  of 
paying  off  debts  in  protecting  borrowers  against  fore¬ 
closure?  These  questions  relate  to  the  financial  and 
social  welfare  of  American  farmers. 

By  “amortization”  is  meant  the  method  of  repaying 
a  loan  with  interest  by  regular  annual  or  semi-annual 
installments  covering  a  long  period  of  time.  An  “install¬ 
ment”  includes  interest  and  part  of  the  principal.  A 
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borrower,  therefore,  pays  off  his  debt  a  little  at  a  time 
and  pays  interest  only  on  the  unpaid  balance  of  the 
principal.  Consequently,  a  borrower  is  never  under  the 
dread  of  losing  his  farm  by  foreclosure  so  long  as  he 
does  not  default  in  his  installments  on  his  debt.  The 
amount  of  an  installment  is  determined  by  the  rate  of 
interest  and  the  number  of  years  for  which  a  loan  is 
granted. 


REDUCTION  IN  INTEREST  PAYMENTS 

With  a  view  of  cutting  down  to  some  extent  the  amount 
of  interest  farmers  would  have  to  pay,  Congress  incor¬ 
porated  in  the  Farm  Loan  Act  the  amortization  plan 
of  repaying  loans. 

The  act  provides  that  loans  may  run  from  five  to  forty 
years  at  the  option  of  the  borrower  and  must  be  repaid 
by  amortization.  This  merely  means  that,  though  the 
annual  or  semi-annual  installment  is  always  the  same, 
the  interest  slowly  decreases  year  after  year,  while  the 
amount  applied  on  principal  gradually  increases  until 
the  debt  is  repaid  in  the  given  time.  This  lightens  a 
farmer’s  burden  of  interest  considerably  when  a  loan 
runs  for  thirty-four  or  thirty-five  years,  which  is  the 
period  generally  adopted  by  the  various  land  banks. 

What  has  been  the  actual  saving  to  borrowers  through 
this  plan  of  repaying  farm  mortgage  loans?  The  direct 
benefit  to  a  borrower  in  the  amount  of  interest  he  has 
to  pay  is  shown  in  the  following  comparison  of  this 
method  with  a  straight  mortgage  loan  for  the  same 
amount,  rate  of  interest,  and  period  of  loan: 
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Table  VII.— A  loan  of  $ 1,000  at  6  per  cent  interest  repayable  in  84 
years  as  compared  with  a  straight  loan  for  the  same  amount  and 


period  of  loan 


Pay¬ 

ment 

No. 

Amortization  loan 

Straight  loan 

Install¬ 

ment 

Interest 

Applied  on 
principal 

Principal  J 
still 

unpaid  1 

Interest 

Princi¬ 
pal  still 
unpaid 

1 . 

$70.00 

$60.00 

$10.00 

$990.00 

$60.00 

$1,000 

2 . 

70.00 

69.40 

10.60 

979.40 

60.00 

1,000 

3 . 

70.00 

58.76 

11.24 

968.16 

60.00 

1,000 

4 . 

70.00 

58.09 

11.91 

956.25 

60.00 

1,000 

5 . 

70.00 

57.38 

12.62 

943.63 

60.00 

1,000 

6 . 

70.00 

56.62 

13.38 

930.25 

60.00 

1,000 

7 . 

70  00 

55.81 

14.19 

916.06 

60.00 

1,000 

8 . 

70.00 

54.96 

15.04 

901.02 

60.00 

1,000 

9 . 

70.00 

64.06 

15.94 

885.08 

60.00 

1,000 

10 . 

70.00 

53.11 

16.89 

868.19 

60.00 

1,000 

11 . 

70.00 

52.09 

17.91 

850.28 

60.00 

1,000 

12 . 

70.00 

51.02 

18.98 

831.30 

60.00 

1,000 

13 . 

70.00 

49.88 

20.12 

811.18 

60.00 

1,000 

14 . 

70.00 

48.67 

21.33 

789.85 

60.00 

1,000 

15 . 

70.00 

47.39 

22.61 

767.24 

60.00 

1,000 

16 . 

70.00 

46.03 

23.97 

743.27 

60.00 

1,000 

17 . 

70.00 

44.60 

25.40 

717.87 

60.00 

1,000 

18 . 

70.00 

43.07 

26.93 

690.94 

60.00 

1,000 

19 . 

70.00 

41.46 

28.54 

662 . 40 

60.00 

1,000 

20 . 

70.00 

39.74 

30.26 

632.14 

60.00 

1,000 

21 . 

70.00 

37.93 

32.07 

600.07 

60.00 

1,000 

22 . 

70.00 

36.00 

34.00 

566.07 

60.00 

1,000 

23 . 

70.00 

33.96 

36.04 

530.03 

60.00 

1,000 

24 . 

70.00 

31.80 

38.20 

491.83 

60.00 

1,000 

25 . 

70.00 

29.51 

40.49 

451.34 

60.00 

1,000 

26 . 

70.00 

27.08 

42.92 

408.42 

60.00 

1,000 

27 . 

70.00 

24.51 

46.49 

362.93 

60.00 

1,000 

28 . 

70.00 

21.78 

48.22 

314.71 

60.00 

1,000 

29 . 

70.00 

18.88 

51.12 

263.59 

60.00 

1,000 

30 . 

70.00 

15.82 

54.18 

209.41 

60.00 

1,000 

31 . 

70.00 

12.57 

57.43 

151.98 

60.00 

1,000 

32 . 

70.00 

9.12 

60.88 

91.10 

60.00 

1,000 

33 . 

70.00 

5.47 

64.53 

26.57 

60.00 

1,000 

34 

28.16 

1.59 

26.57 

60.00 

1,000 

$2,338.16 

$1,338.16 

$1,000.00 

$2,040.00 

$1,000 
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Comparison  at  end  of  34  years: 

Under  straight  loan  plan — 

34  interest  payments  of  $60  each .  $2,040.00 

Principal  unpaid .  1,000.00 


$3,040.00 

Under  amortization  plan — 

34  installments,  as  agreed,  paying  both  interest  and  principal  2,338. 16 
Saving .  $701.84 

The  principles  set  forth  above  will  apply  to  loans  for 
any  amount,  running  any  length  of  time,  and  at  any 
rate  of  interest.  During  the  thirty-four  years  that  the 
amortized  loan  is  being  repaid,  the  total  amount  of  money 
a  borrower  would  pay  back  on  a  loan  of  $1,000  would 
be  $2,338.16,  of  which  $1,338.16  is  interest  and  $1,000 
principal.  That  is  to  say,  on  a  loan  running  thirty-four 
years  at  6  per  cent  annual  interest,  a  borrower  pays  in 
interest  alone  $338.16  more  than  the  amount  of  his 
original  debt  of  $1,000.  Therefore,  the  total  toll  exacted 
by  interest  out  of  the  labor  and  capital  of  a  farmer,  if 
his  loan  should  run  the  full  thirty-four  years,  is  nearly 
134  per  cent.  Yet  this  is  an  easier  method  of  repaying 
a  loan  than  that  of  an  ordinary  straight  mortgage  as 
the  following  explanation  of  the  foregoing  table  aims  to 
bring  out  more  clearly. 

Supposing  a  farmer  procures  a  loan  of  $1,000  from  a 
farm  mortgage  company  at  6  per  cent  interest  payable 
annually  and  has  nothing  extra  to  pay  in  the  form  of 
commission  and  renewal  charges,  the  mortgage  will  be 
a  continuing  lien  so  long  as  interest  is  paid  regularly. 
For  the  purpose  of  comparison  with  an  amortized  mort¬ 
gage,  it  is  assumed  that  a  borrower  has  paid  his  interest 
of  $60  a  year  for  thirty-four  years.  Then  the  total 
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amount  of  interest  paid  will  be  $2,040,  or  $701.84  more 
than  that  of  an  amortized  loan.  The  toll  thus  exacted 
by  interest  from  the  labor  and  capital  of  a  farmer  on  a 
straight  mortgage  for  thirty-four  years  would  be  204 
per  cent  as  compared  with  134  per  cent  on  an  amortized 
mortgage.  In  either  case  the  toll  is  enormous  and  a 
constant  drain  on  a  farmer’s  income. 

If  all  farm  mortgage  loans  now  made  in  the  United 
States  were  repaid  by  amortization,  it  would  mean  a 
saving  in  interest  of  many  millions  of  dollars  a  year. 
On  the  basis  of  $4,500,000,000  of  farm  mortgage  loans 
in  force  not  now  repaid  on  the  amortization  plan, — 
which  amount  would  seem  to  be  warranted  by  the  latest 
actual  and  estimated  data  on  farm  mortgage  indebted¬ 
ness, — and  if  all  were  made  at  6  per  cent  interest  and 
for  thirty-four  years,  it  would  mean  an  actual  saving 
in  interest  to  farmers  of  approximately  $92,890,000  a 
year.  This  is  a  prospective  benefit  which  amortization 
of  farm  mortgages  has  in  view. 

It  is  to  be  noted,  however,  that  the  annual  installment 
on  an  amortized  loan  is  always  greater  than  the  interest 
payment  on  a  straight  mortgage.  Thus  on  a  $1,000  loan 
as  presented  in  the  foregoing  table,  the  installment  is 
$70  as  compared  with  $60  paid  as  interest.  The  differ¬ 
ence  is  $10.  This  amount  is  technically  called  the  “first 
amortizement,”  but  it  is  applied  in  reducing  the  principal 
of  a  debt  by  that  amount  the  first  year.  With  each 
succeeding  year  the  amortizement  on  a  debt  is  a  little 
more  until  the  loan  is  entirely  repaid. 

There  is,  however,  a  temporary  disadvantage  in  the 
amortization  of  a  loan  because  the  differential  amortize- 
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ment  is  always  an  additional  drain  on  a  borrower’s 
income.  Neither  the  installment  on  an  amortized  loan 
nor  the  amount  of  interest  on  a  straight  mortgage  changes 
during  the  loan  period,  so  that  the  first  amortizement 
remains  a  constant  difference.  As  stated  above,  for  a 
small  loan  of  $1,000  the  difference  is  only  $10;  but  on 
loans  ranging  from  $10,000  to  $50,000,  the  difference 
ranges  from  $100  to  $500  a  year  according  to  the  size 
of  the  loan.  This  difference  has  to  be  provided  every 
year  by  a  debtor  no  matter  how  unfavorable  the  crop 
or  live-stock  returns  may  happen  to  be  from  season  to 
season. 

It  is  not  much  consolation  to  a  farmer  to  know  that 
this  difference  is  always  the  minimum  amount  applied 
on  his  mortgage  toward  its  redemption  if  it  becomes  a 
burden  for  him  to  provide  the  amount  which,  if  unpaid, 
may  lead  to  the  loss  of  his  farm.  Under  any  circum¬ 
stances,  this  additional  amount  is  an  extra  drain  on  his 
income  and  possibly  explains  the  inability  of  so  many 
farmers  to  meet  their  installments  regularly;  but  to  this 
extent  only  can  the  amortization  method  of  paying  off 
a  mortgage  be  regarded  as  more  disadvantageous  than 
the  payment  of  interest  on  a  straight  mortgage. 

THE  EXTENT  OF  AMORTIZATION 

It  is  evident  from  the  foregoing  that  the  amortization 
of  farm  mortgages  is  not  a  panacea  for  all  the  ills,  actual 
and  imaginary,  which  affect  the  welfare  of  the  farmer. 
Nevertheless,  it  is  the  best  method  yet  discovered  for 
lightening  the  burden  of  debt  on  agriculture  and  accounts 
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for  the  gradual  spread  of  this  method  of  repaying  farm 
loans. 

A  few  years  ago  the  only  kind  of  farm  mortgage  was 
the  one  which  ran  from  three  to  five  years,  at  which 
time  the  whole  debt  became  due  and  payable.  Few 
farmers  were  able  to  accumulate  sufficient  funds  from 
their  earnings  on  the  farm  to  repay  a  mortgage  in  so 
short  a  time.  Under  these  circumstances,  if  the  mort¬ 
gages  could  be  renewed,  most  farmers  were  compelled 
to  pay  renewal  charges;  but,  if  the  mortgagees  would 
not  renew  their  loans,  the  debtors  had  to  seek  funds 
elsewhere  and,  if  successful,  were  subject  to  the  loss 
of  their  farms  by  foreclosure.  The  hardships  farmers 
thus  encountered  and  the  setback  it  gave  to  agriculture, 
however,  were  the  means  of  instituting  federal  and  state 
legislation  on  the  subject  and  of  gradually  bringing  about 
a  change  of  attitude  on  the  part  of  money-lending  insti¬ 
tutions  with  a  view  of  supplying  a  measure  of  relief  to 
borrowers.  The  result  has  been  a  steady  increase  in  the 
adoption  of  the  amortization  method  as  applied  to  the 
repayment  of  farm  mortgage  loans. 

Among  the  first  institutions  to  put  amortization  into 
practice  was  a  bank  at  Joliet,  Illinois.  This  was  in  1913. 
By  Chapter  437  of  the  Laws  of  Massachusetts  for  1914 
it  is  provided  that  mortgage  loans  granted  by  rural 
credit  unions  shall  be  for  forty  years  and  on  the  amor¬ 
tization  plan  of  repayment.  The  state  of  New  York 
also  revised  the  statutes  in  1914  and  provided  for  a 
central  land  bank  to  make  loans  to  farmers  on  first 
mortgage  security,  the  loans  to  run  forty  years  and  to 
be  repaid  by  an  amortization  of  1  per  cent.  In  Ohio. 
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the  building  and  loan  associations  for  many  years  have 
been  making  mortgage  loans  to  farmers  with  their  repay¬ 
ment  by  amortization.  In  1917  California  adopted  the 
policy  of  buying  large  areas  of  unimproved  land,  cutting 
it  up  into  economic  farm  tracts,  selling  these  farm  units 
to  prospective  settlers  for  a  small  cash  payment  down, 
and  granting  a  long  time  in  which  to  pay  the  remainder 
by  means  of  amortization.  Wyoming  has  recently  pro¬ 
vided  for  the  lending  of  state  funds  through  a  farm  loan 
commissioner  to  farmers  and  settlers  on  long  time  and 
the  amortization  plan  of  repayment.  South  Dakota  sold 
$41,500,000  of  bonds  through  the  rural  credit  board 
during  the  years  1917  to  1921,  inclusive,  and  has  been 
lending  these  funds  to  farmers  under  amortization  terms 
and  conditions.  Other  states  have  pursued  a  similar 
policy,  a  full  account  of  which  will  be  given  in  a  suc¬ 
ceeding  chapter.  Some  of  the  large  life  insurance  com¬ 
panies  have  already  put  the  method  of  amortizing  farm 
loans  into  practice  and  others  are  considering  the  advisa¬ 
bility  of  doing  so  to  meet  prevailing  competition.  The 
greatest  institution  of  all,  which  is  compelled  by  law  to 
make  farm  mortgage  loans  on  the  amortization  plan,  is 
the  federal  farm  loan  system.  By  its  work  since  its 
organization,  the  making  of  amortized  farm  loans  has 
become  extremely  popular  among  farmers  all  over  the 
country. 

In  1921  the  United  States  Department  of  Agriculture 
conducted  an  investigation  to  determine  among  other 
matters  pertaining  to  farm  mortgage  loans  the  different 
methods  of  repayment  adopted  by  banks,  insurance  com¬ 
panies,  and  other  money-lending  agencies.  The  following 
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is  a  summary  of  the  information  procured  from  177 
insurance  companies  and  sixty-one  mortgage  bankers: 

“Thirty-three  insurance  companies  and  8  mortgage 
bankers  stated  that  their  loans  were  straight  loans  to 
be  paid  at  maturity ;  17  insurance  companies  and  5  mort¬ 
gage  bankers  that  repayment  was  optional  at  any  time; 
18  insurance  companies  and  9  mortgage  bankers  that 
repayment  could  be  made  in  whole  or  in  part  after  speci¬ 
fied  periods  of  from  1  to  5  years.  Eighty-four  insurance 
companies  and  34  mortgage  bankers  stated  that  pay¬ 
ments  could  be  made  on  the  principal  on  any  interest 
date,  in  multiples  of  from  $100  to  $500,  or  one-fifth  or 
one-tenth  of  the  principal  in  any  one  year,  after  the 
lapse  of  a  certain  period  varying  from  1  to  5  years. 
Nineteen  insurance  companies  and  1  mortgage  banker 
stated  that  certain  annual  payments  were  required, 
sometimes  specified  as  $100  to  $500,  or  one-fifth  or 
one-tenth  of  the  loan;  while  6  insurance  companies  and 
4  mortgage  bankers  reported  using  the  amortization  plan 
of  loans  running  for  20  to  30  years.” 

The  preceding  summary  gives  a  fairly  accurate  idea 
as  to  the  extent  that  improvement  has  been  made  during 
the  past  ten  years  in  methods  of  repaying  farm  loans. 
By  means  of  some  form  of  partial  payment,  there  has 
been  a  gradual  evolution  toward  the  actual  amortization 
plan  of  paying  off  mortgages  in  different  parts  of  the 
United  States. 

THE  LIMITATIONS  OF  AMORTIZATION 

In  addition  to  the  facts  already  presented  which  mark 
the  beneficial  boundaries  of  amortization,  a  few  other 
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limitations  attached  to  this  method  of  debt  redemption 
should  be  noted  briefly.  Among  other  things  it  was 
expected  that  farmers  borrowing  under  the  federal  farm 
loan  system  would  not  only  get  into  debt  on  an  economi¬ 
cal  basis,  but  would  even  do  so  profitably.  The  principle 
is  enunciated  by  authority  of  the  Farm  Loan  Board  in 
Circular  No.  7  as  follows: 

“The  federal  farm  loan  act  is  a  law  the  intention  of 
which  is  to  make  it  possible  for  the  farmers  to  make 
money  by  borrowing  money.  Its  intention  is  to  place 
money  within  reach  of  the  farmer  on  such  terms  as  to 
convert  the  farm  mortgage  into  a  source  of  profit.” 

These  are  very  remarkable  expectations,  and  the  ques¬ 
tion  is  whether  or  not  they  have  been  realized.  It  would 
be  rather  unusual  in  the  mortgage  credit  field  to  have 
a  debt  bring  to  the  debtor  an  increase  of  income  in  the 
face  of  all  the  drains  on  income  which  have  been  shown 
to  attach  to  borrowing  money  on  farm  mortgage.  The 
intention  may  be  good,  but  is  it  likely  to  be  fulfilled? 
It  is  undoubtedly  based  on  the  provision  of  the  Farm 
Loan  Act  which  requires  that  loans  made  through  na¬ 
tional  farm  loan  associations  shall  be  for  productive 
purposes.  But  is  not  this  expectation  of  a  profit  from 
running  into  debt  based  on  a  failure  to  appreciate  the 
fact  that  borrowing  for  productive  purposes  also  means 
a  corresponding  burden  of  expenses,  interest,  and  depre¬ 
ciation  of  capital  equipment  during  the  continuance  of 
a  loan? 

Even  with  the  amortization  of  a  mortgage,  the  decrease 
in  amount  paid  out  as  interest  during  the  first  ten  years 
is  very  little  in  comparison  with  the  interest  on  a  straight 
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mortgage.  Thus  by  reference  to  the  preceding  table,  in 
which  the  amounts  paid  out  as  interest  under  both 
methods  are  given,  it  will  be  seen  that  the  total  interest 
on  an  amortized  mortgage  loan  for  the  first  ten  years  is 
$568.19  as  compared  with  $600  on  a  straight  mortgage 
loan.  This  gives  a  difference  of  $31.81,  or  an  average 
saving  to  a  borrower  through  amortization  of  only  $3.18 
a  year  for  the  first  ten  years.  On  the  other  hand,  the 
corresponding  reduction  of  the  borrower’s  debt  is  not 
large  during  the  same  period  of  time.  According  to  the 
table,  the  payments  on  an  amortized  mortgage  for  the 
first  ten  years  total  $131.81,  or  an  average  of  $13.18  a 
year.  Therefore,  on  a  debt  of  $1,000  a  borrower  would 
still  owe  $868.19. 

It  is  not  the  difference  paid  as  interest  but  the  debt 
itself  which  is  the  real  burden  on  the  farmer.  The  debt 
must  be  paid  either  by  amortization  or  in  a  lump  sum. 
This  burden,  moreover,  is  intensified  with  the  lapse  of 
time  because  of  capital  depreciation,  a  factor  seldom 
taken  into  consideration.  For,  long  before  ten  years 
have  expired,  many  forms  of  capital  equipment  will  have 
been  partially  or  wholly  worn  out  and  the  farmer  will 
be  no  better  off  as  a  result  of  his  borrowing  unless  he 
has  been  able  to  save  and  set  aside  annually  sufficient 
to  cover  the  value  of  depreciation.  In  fact,  on  account 
of  the  precariousness  of  agriculture  and  the  present  diffi¬ 
culty  of  a  farmer  being  able  to  save  at  all,  he  may  be 
even  worse  off  financially  because  he  will  still  be  owing 
nearly  87  per  cent  of  his  debt  and  also  be  under  the 
necessity  of  replacing  part  of  his  capital  equipment  in 
order  to  continue  effective  farm  operations.  It  is  plain, 
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therefore,  that  there  are  grave  financial  limitations 
attached  to  borrowing  and  repaying  a  loan  under  the 
amortization  method  so  far  as  providing  a  farmer  with 
the  means  of  escaping  the  great  burden  and  danger  of 
debt  itself  is  concerned. 

This  conclusion  is  borne  out  by  the  result  of  the  opera¬ 
tion  of  the  federal  farm  loan  system.  On  March  27, 
1923,  six  years  had  elapsed  since  the  first  loan  was  made 
under  this  system.  Today  three  clearly  defined  tenden¬ 
cies  are  noticeable:  (1)  Many  borrowers  have  already 
increased  their  mortgage  indebtedness  by  additional 
loans  when  the  farm  appraisements  warranted  such  an 
increase;  (2)  many  borrowers  have  been  unable  to  pay 
the  installments  on  their  loans  and  the  federal  land  banks 
are  carrying  a  steadily  increasing  amount  of  delinquent 
payments;  and  (3)  many  farmers  coming  in  as  new 
borrowers  are  mortgaging  their  farms  to  pay  off  short- 
time  or  personal  indebtedness  incurred  during  the  past 
few  years  as  a  result  of  unprofitable  farm  operations. 

These  tendencies  are  plainly  discernible  in  general 
rural  credit  conditions  throughout  the  United  States 
and  they  are  corroborated  in  the  case  of  thousands  of 
loans  made  through  the  federal  farm  loan  system.  They 
are  not  very  promising  for  the  future  of  agricultural 
development.  The  Secretary  of  Agriculture  has  already 
warned  the  country  of  the  danger  of  too  easy  credit 
conditions.  The  danger  is  in  our  midst  and  has  not  been 
removed  by  the  amortization  of  farm  mortgage  loans. 
In  fact,  it  is  likely  that  this  method  has  increased  rather 
than  decreased  the  danger.  As  may  be  seen  from  data 
presented  below,  thousands  of  farmers  have  already 
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become  delinquent  in  their  installments  under  the  easiest 
method  of  repaying  farm  mortgages  yet  devised,  so  that 
it  is  evident  that  interest-bearing  debt  is  one  of  the 
gravest  dangers  to  future  improvement  in  agricultural 
conditions. 

DELINQUENCIES  ON  AMORTIZED  LOANS 

That  farmers’  debts,  in  many  cases  at  least,  have  not 
proven  profitable  is  evident  from  the  fact  that  the  amor¬ 
tization  of  loans  has  not  prevented  delinquencies  in  the 
payment  of  installments.  Moreover,  it  is  now  evident 
that  this  method  of  repaying  loans  does  not  prevent  the 
foreclosure  of  farms.  For  a  number  of  years  many  of 
the  land  banks  have  had  delinquencies  on  loans  of  thirty 
days’  standing  or  longer,  and  some  of  them  have  had 
to  foreclose  on  their  mortgages.  Evidently  the  amortiza¬ 
tion  of  loans  does  not  remove  the  greatest  danger  of 
farm  mortgage  debt. 

The  extent  that  farmers  have  not  been  able  to  pay 
installments  on  their  loans  is  indicated  in  part  by  the 
amount  of  delinquencies  due  the  federal  land  banks  as 
shown  in  Table  VIII  on  the  opposite  page. 

On  April  30,  1923,  the  joint  stock  land  banks  reported 
installments  on  loans  not  collected  amounting  in  round 
numbers  to  $658,976. 

This  statement  of  delinquencies  is  fraught  with  signifi¬ 
cance.  It  shows  that  many  farmers  are  not  prosperous 
enough  to  meet  when  due  the  interest  on  their  mortgages 
and  the  additional  small  payment  on  the  principal  which 
amortization  requires.  The  subject  is  of  vital  importance 
not  only  to  the  banks  and  the  borrowers,  but  also  to  the 
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Table  VIII. — Amount  and  -period  of  delinquencies,  June  1,  1923 


Bank  at 

1  month 

2  months 

3  months 

More  than 
3  months 

Springfield,  Mass . 

$12,906 

$8,715 

$1,523 

$16,221 

Baltimore,  Md . 

7,581 

3,330 

1,629 

13,328 

Columbia,  S.  C . 

Louisville,  Ky . 

2,817 

717 

195 

1,332 

77,451 

New  Orleans,  La . 

476 

3,796 

9,286 

11,476 

St.  Louis,  Mo . 

6,482 

6,887 

1,938 

9,884 

26,634 

17,919 

4,303 

13,193 

16,159 

Omaha,  Nebr . 

2,524 

7,450 

Wichita,  Kans . 

23,167 

15,217 

7,418 

43,327 

Houston,  Texas . 

2,395 

1,692 

804 

7,711 

Berkeley,  Calif . 

9,606 

7,379 

4,235 

11,516 

Spokane,  Wash . 

107,040 

89,791 

82,043 

494,782 

Total . 

$217,740 

$154,498 

$112,732 

$709,305 

investing  public.  For,  if  the  installments  on  loans  are 
not  paid,  the  land  banks  must  either  provide  for  carrying 
the  defaulting  borrowers  or  they  must  adopt  legal  pro¬ 
ceedings  to  protect  their  mortgages  which  have  been 
used  as  security  for  issues  of  farm  loan  bonds.  Since 
installments  include  interest  and  part  of  the  principal, 
if  they  are  not  regularly  paid,  the  banks  will  not  have 
funds  with  which  to  pay  interest  on  their  bonds  and  to 
redeem  them  at  maturity. 

Neither  the  amortization  method  of  repaying  loans 
nor  the  beneficent  intention  of  Congress  has  been  able 
to  save  farmers  from  the  fear  of  foreclosure.  The  policy 
which  seems  to  have  animated  friend  and  foe  alike  is 
to  fleece  the  farmer  for  all  he  is  worth.  Large  numbers 
of  farms  have  been  sold  under  the  sheriff’s  hammer  in 
behalf  of  the  federal  and  joint  stock  land  banks  as  mort- 


154  Farm  Credits  in  the  United  States  and  Canada 

gagees.  The  heartlessness  of  money  sharks  is  not  un¬ 
known  to  the  federal  farm  loan  system,  for  neither  the 
farmer  who  fails  to  pay  an  installment  on  his  loan  nor 
his  local  association  which  indorsed  his  mortgage  can 
ward  off  the  fatal  blow  of  foreclosure  proceedings,  as 
this  policy  is  being  mercilessly  carried  out  by  both  kinds 
of  land  banks. 

THE  BURDEN  OF  AMORTIZATION 

Taking  a  broad  view  of  agricultural  conditions  as  they 
have  developed  during  the  past  few  years,  it  is  evident 
that  farm  mortgage  credit  has  not  brought  such  great 
financial  relief  to  farmers  as  was  anticipated.  While 
some  benefits  have  materialized  as  a  result  of  the  opera¬ 
tion  of  the  federal  farm  loan  system,  the  easier  oppor¬ 
tunities  which  farmers  now  have  of  plunging  deeper  into 
debt  are  increasing  their  financial  difficulties  and  dangers. 
Debt  can  only  be  paid  by  farmers  getting  larger  incomes. 

What  the  farmer  needs  to  meet  the  exigencies  of 
enlarged  credit  facilities  is  the  ability  to  increase  his 
income.  A  debtor  without  a  larger  income  is  worse  off 
than  before  he  ran  in  debt  because  he  has  to  pay  for  the 
privilege  of  borrowing  which  is  both  expensive  and  dan¬ 
gerous.  Larger  crops,  better  live  stock,  improved  buying 
and  selling  facilities,  enlarged  markets,  and  more  re¬ 
munerative  prices  for  products — these  are  the  means  of 
a  larger  income.  Without  the  latter,  the  condition  of 
a  farmer  in  debt  is  perilous.  So  far  as  helping  the  farmer 
is  concerned,  mortgage  credit  agencies,  however  benefi¬ 
cent  their  intentions,  are  not  to  be  compared  in  their 
usefulness  and  service  to  farmers  with  the  agricultural 
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colleges  and  experiment  stations  throughout  the  country, 
for  these  institutions  are  aiding  the  farmer  to  increase 
his  income  in  various  practical  ways.  If  they  can  not 
rescue  the  farmer  from  the  dilemma  in  which  he  finds 
himself  as  a  result  of  easier  mortgage  credit  terms  and 
conditions,  he  will  find  no  relief  anywhere.  For  of  this 
one  can  be  certain — that  credit  can  not  enslave  a  farmer 
to  debt  and  free  him  from  its  shackles  at  one  and  the 
same  time ! 

That  this  danger  is  still  imminent  is  evident  from  a 
glance  at  Table  IX  on  page  156.  It  has  been  prepared 
primarily  for  the  purpose  of  showing  the  regular  drain 
on  a  farmer’s  income  that  occurs  on  long-time  amortized 
loans  and  the  enormous  total  toll  of  interest  which  is 
taken  during  the  life  of  a  loan.  Since  the  Farm  Loan 
Act  was  amended  March  4,  1923,  to  permit  the  federal 
land  banks  thereafter  to  make  loans  up  to  $25,000  and 
the  joint  stock  land  banks  have  always  had  that  privi¬ 
lege,  the  semi-annual  installments  on  loans  and  the  total 
amounts  of  interest  paid  have  been  calculated  from  $1,000 
to  $25,000. 

A  study  of  this  table  will  convince  the  most  skeptical 
that  amortization  of  farm  mortgages  is  not  a  panacea 
for  the  burden  of  interest.  At  5^  per  cent  an  amortized 
loan  is  repaid  in  thirty-four  and  one-half  years  and  at 
6  per  cent  in  thirty-three  years  when  the  amortizement 
on  the  debt  is  practically  1  per  cent.  In  the  following 
table  two  things  are  especially  noticeable:  (1)  That  in 
each  case  a  borrower  pays  much  more  as  interest  than 
the  amount  of  the  debt  itself;  and  (2)  that  the  drain 
on  a  borrower’s  income  through  the  payment  of  an 
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Table  IX. — Amount  of  debt,  total  sum  paid  as  interest,  and  semi¬ 
annual  installments  on  amortized  loans 

Amount  paid  as  interest  on  debt 

Semi-annual  installments 

Amount 

of  debt 

At  5  y2% 

At  6% 

At  5H% 

At  6% 

$1,000 . 

$1,242.47 

$1,304.23 

$32.50 

$35.00 

2,000 . 

2,484.94 

2,608.35 

65.00 

70.00 

3,000 . 

3,727.41 

3,912.56 

97.50 

105.00 

4,000 . 

4,969.88 

5,216.71 

130.00 

140.00 

5,000 . 

6,212.35 

6,620.90 

162.50 

175.00 

6,000 . 

7,454.82 

7,825.09 

195.00 

210.00 

7,000 . 

8,697.29 

9,129.27 

227.50 

245.00 

8,000 . 

9,939.76 

10.433.50 

260.00 

280.00 

9,000 . 

11,182.23 

11,737.63 

292.50 

315.00 

10,000 . 

12,424.70 

13,041.86 

325.00 

350.00 

11,000 . 

13,666.50 

14,389.28 

357.50 

384.68 

12,000 . 

14,908.92 

15,697.58 

390.00 

419.65 

13,000 . 

16,151.29 

17,004.51 

422.50 

454.63 

14,000 . 

17,393.76 

18,313.21 

455.00 

489.60 

15,000 . 

18,636.18 

19,620.93 

487.50 

524.57 

16,000 . 

19,878.50 

20,929.06 

520.00 

559.54 

17,000 . 

21,120.92 

22,238.61 

552.50 

594.50 

18,000 . 

22,363.43 

23,542.83 

585.00 

629.50 

19,000 . 

23,605.85 

24,853.96 

617.50 

664.45 

20,000 . 

24,848.16 

26,162.26 

650.00 

699 . 42 

21,000 . 

26,090.58 

27,469.03 

682.50 

734.40 

22,000 . 

27,333.00 

28,778.52 

715.00 

769.36 

23,000 . 

28,575.37 

30,085.48 

747.50 

804.34 

24,000 . 

29,817.84 

31,395.10 

780.00 

839.30 

25,000 . 

31,060.20 

32,702.00 

812.50 

874.28 

installment  every  six  months,  while  not  heavy  on  small 
loans,  becomes  a  real  burden  when  the  debt  is  large. 

From  this  drain  on  income  there  is  no  possible  relief. 
Though  it  is  lighter  in  the  end  than  interest  on  straight 
mortgage  because  of  the  gradual  repayment  of  the  debt 
itself  by  amortization,  nevertheless  the  drain  on  a  farm- 
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er’s  income  is  both  constant  and  enormous  which  must 
often  deprive  his  family  of  the  necessities  of  life,  keep 
himself  on  the  rack  of  perpetual  toil  and  worry,  and 
finally,  perhaps,  involve  him  in  bankruptcy  or  fore¬ 
closure  proceedings.  From  these  possibilities— yea,  even 
probabilities  and  actualities— long-time  amortization  of 
farm  mortgage  loans  does  not  protect  farmers  heavily 
burdened  with  debt. 

The  dangers  attached  to  debt,  then,  are  not  removed 
by  the  amortization  plan  of  repaying  farm  mortgages. 
Delinquencies  in  the  payment  of  installments  occur  the 
same  as  in  the  case  of  the  payment  of  interest  on  straight 
mortgage  loans.  In  fact,  for  the  first  few  years  the 
danger  of  delinquencies  in  amortization  payments  is 
even  greater  than  under  straight  mortgages  because  of 
the  added  increment  of  debt  payment  which  is  included 
in  each  installment  of  an  amortized  loan.  Nor  has  the 
farmer  been  relieved  of  the  danger  of  foreclosure,  for 
the  non-payment  of  installments  has  led  to  that  unhappy 
event.  Even  if  a  farmer  is  able  to  pay  his  installment 
regularly,  without  making  any  additional  payment  on 
the  reduction  of  his  debt,  the  deterioration  of  capital 
equipment,  the  gradual  loss  of  soil  fertility,  and  the 
approach  of  old  age  which  lowers  a  borrower’s  efficiency 
—these  and  other  factors  have  a  tendency  to  perpetuate 
a  mortgage  indefinitely,  as  it  has  done  in  Germany  for 
many  generations,  and  to  bind  farmer  debtors  with 
shackles  which  have  been  made  easy  to  forge  but  exceed¬ 
ingly  difficult  to  remove.  This  is  the  prospective  heritage 
of  the  children  of  farmers  who  have  long-time  amortized 
mortgages  on  their  farms. 
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SUMMARY  OP  RESULTS 

A  summary  of  the  most  important  results  attained 
by  the  federal  farm  loan  system  may  be  useful.  Facts 
and  figures  have  been  reviewed  relating  to  the  banking 
machinery  for  making  farm  mortgage  loans  and  par¬ 
ticularly  to  the  credit  and  debt  aspects  of  the  subject. 
The  most  important  results  from  the  organization  of  the 
land  banks  to  June  30,  1923,  are  as  follows: 

The  number  of  loans  made  by  the  twelve  federal  land 
banks  was  267,522  for  a  total  of  $789,703,104.  These 
loans  were  mostly  made  through  4,774  chartered  national 
farm  loan  associations,  of  which  number  236  have  since 
been  liquidated,  leaving  4,538  in  active  operation  on  the 
above-mentioned  date. 

The  number  of  loans  made  by  seventy-two  joint  stock 
land  banks  was  44,796  for  a  total  of  $370,337,934. 

The  liabilities  of  the  federal  land  banks  amounted  to 
$790,733,863  and  they  are  chiefly  represented  by  farm 
loan  bonds  authorized  and  issued  to  $730,078,230,  and 
by  capital  stock  amounting  to  $40,503,775.  Other  liabili¬ 
ties  of  importance  to  borrowers  and  stockholders  are 
reserves  amounting  to  $3,829,500,  surplus,  $300,000,  and 
undivided  profits  of  $3,224,292 — a  total  of  $7,353,792. 

The  consolidated  liabilities  of  the  joint  stock  land 
banks  amounted  to  $409,941,271.  Of  this  sum  $335,164,- 
500  was  represented  by  farm  loan  bonds  authorized  and 
issued,  $31,407,660  by  capital  stock,  and  $26,465,214  by 
notes  payable.  The  surplus  paid  in  by  the  stockholders 
at  organization  of  the  banks  was  $1,224,398,  the  reserve 
derived  from  earnings  $1,647,844,  the  surplus  from  earn- 
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ings  $434,950,  and  undivided  profits  $1,042,580— a  total 
of  $4,349,772. 

The  data  on  foreclosures  are  summarized  as  of  Decem¬ 
ber  31,  1922,  the  latest  date  on  which  such  information 
is  available.  The  twelve  federal  land  banks  had  insti¬ 
tuted  foreclosure  proceedings  on  1,402  farm  mortgages. 
Of  this  number  672,  involving  defaults  on  installments 
amounting  to  $2,281,802,  were  settled  before  sale;  in 
318  cases,  involving  $1,081,995,  foreclosures  were  com¬ 
pleted  and  title  to  the  farms  was  acquired  by  the  banks ; 
and  412  cases,  involving  $1,705,232,  were  still  pending. 

Similar  data  for  the  joint  stock  land  banks  show 
eighty-eight  foreclosure  proceedings  instituted  for  total 
installment  defaults  of  $1,231,916.  Sixteen  of  this  num¬ 
ber,  involving  $230,412,  were  paid  up  before  judgment 
was  taken;  in  eighteen  cases,  involving  $218,365,  fore¬ 
closures  were  completed  and  title  to  the  farms  acquired 
by  the  banks;  and  fifty-four  cases,  involving  $783,139, 
were  still  pending. 

These  are  the  main  results  of  amortization  so  far  as 
the  land  banks  are  concerned.  Collectively  they  have 
made  profits,  but  some  of  the  joint  stock  land  banks 
individually  have  not  done  so.  At  the  same  time  all 
the  land  banks  have  incurred  enormous  liabilities  on 
which  they  have  to  pay  interest  semi-annually  to  inves¬ 
tors.  Certainly  the  latter  are  the  chief  gainers  by  the 
purchase  of  a  tax-exempt  security  which  runs  twenty  or 
thirty  years  and  pays  them  4*4  or  5  per  cent  interest. 

On  the  other  hand,  the  farm  loan  associations  have 
become  liable  as  indorsers  on  267,522  mortgages  with 
the  possibility  of  their  members  in  some  instances  losing 
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twice  the  value  of  their  stock  because  of  deficiency  judg¬ 
ments  procured  by  the  banks  on  mortgaged  farms.  For 
it  has  already  happened  that  farms  sold  on  foreclosure 
have  not  brought  the  face  of  the  mortgage  through  lack 
of  bidders  on  account  of  the  depressed  condition  of  agri¬ 
culture.  In  such  a  case  an  association  is  responsible 
for  the  amount  of  the  deficiency  judgment  and,  tem¬ 
porarily  at  least,  has  become  financially  embarrassed. 

The  final  test  of  the  value  of  any  plan  of  farm  mort¬ 
gage  credit  is  the  benefit  it  brings  to  individual  borrowers. 
From  this  point  of  view  the  amortization  of  farm  mort¬ 
gages  has  brought  to  farmers  a  long-time  loan  which 
does  not  have  to  be  renewed  every  few  years.  If  a 
farmer  has  borrowed  to  refund  existing  debts,  he  may 
have  gained  a  slight  reduction  in  interest  rates  in  some 
states  but  not  in  others.  If  he  has  mortgaged  his  farm 
to  make  improvements  or  to  provide  operating  capital, 
he  has  no  assurance  of  an  increased  income  therefrom 
and,  without  an  increase  of  income,  a  borrower  is  no 
better  off  than  before.  Moreover,  depreciation  of  operat¬ 
ing  capital  occurs  with  every  production  of  a  crop,  so 
that  long  before  the  period  of  a  long-time  amortized  loan 
has  elapsed  the  working  capital  purchased  with  his  loan 
will  have  been  worn  out  and  discarded.  This  will  mean 
a  renewal  of  a  debt  to  replace  working  capital  without 
which  an  increase  of  income  is  impossible.  The  danger 
of  mortgage  debt,  therefore,  is  not  removed  even  by  a 
long-time  loan  at  a  reasonable  rate  of  interest  and  on 
the  amortization  plan  of  repayment. 
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CHAPTER  X 

GOVERNMENT  AID  FOR  FARM  MORTGAGE 

CREDIT 

In  the  preceding  pages  the  farm  mortgage  situation 
has  been  set  forth  largely  from  the  creditor  and  debtor 
points  of  view.  It  is  now  our  task  to  consider  it  as  a 
matter  of  public  interest  in  order  to  see  what  it  has  cost 
taxpayers  to  further  farm  mortgage  credit  by  means  of 
government  aid. 

A  SUBJECT  OF  NATIONAL  IMPORTANCE 

The  agricultural  industry,  because  it  is  the  source  of 
the  raw  materials  for  food,  clothing,  shoes,  and  many 
other  necessary  goods,  has  always  been  the  Atlas  sus¬ 
taining  the  economic  world.  As  the  largest  class  of 
debtors  among  wealth  producers,  farmers  are  fast  becom¬ 
ing  the  main  sustaining  force  in  the  financial  world. 
How  best  to  aid  agriculture  and  the  farmer  because  of 
these  relations  has  long  been  a  problem  of  immense 
national  importance. 

When  Congress  undertook  to  establish  a  system  of 
farm  mortgage  credit  as  a  means  of  aiding  both  agricul¬ 
ture  and  the  farmer,  it  passed  an  act  primarily  “to  pro¬ 
vide  capital  for  agricultural  development.”  As  a  means 
to  this  end,  Congress  placed  the  administration  of  the 
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act  in  the  hands  of  a  board  of  five  men  who  were  to 
administer  the  system  through  the  Federal  Farm  Loan 
Bureau  established  in  the  Treasury  Department,  Wash¬ 
ington,  D.  C.  It  provided  direct  aid  to  agriculture  by 
making  the  government  financially  responsible  for  the 
administration  of  the  federal  farm  loan  system.  Thus 
the  public  has  become  a  party  in  interest  to  the  promo¬ 
tion  of  agricultural  credit  and  of  the  farmer’s  welfare 
because  of  the  maintenance  of  the  system  through  taxa¬ 
tion,  for  government  bureaus  can  not  be  operated  without 
expense  and  frequently  the  taxpayers  alone  foot  the  bill. 

The  public,  then,  is  vitally  concerned  in  more  ways 
than  one  as  to  the  wisdom  of  establishing  the  federal 
farm  mortgage  credit  system.  The  Supreme  Court  of 
the  United  States  did  not  settle  that  question.  In  fact, 
the  court  distinctly  stated  in  the  majority  opinion  decid¬ 
ing  the  constitutionality  of  the  Farm  Loan  Act  that  “with 
the  wisdom  and  policy  of  this  legislation  we  have  nothing 
to  do.”  Its  only  function  at  that  time  was  to  ascertain 
and  determine  whether  Congress,  in  creating  the  land 
banks  and  exempting  their  securities  from  federal,  state, 
municipal  and  local  taxation,  was  acting  within  the 
limits  of  its  constitutional  authority.  The  court  decided 
that  question  affirmatively.  However,  while  sustaining 
by  its  decision  the  constitutionality  of  the  act  itself,  the 
preceding  statement  on  the  part  of  the  highest  court  in 
the  land  would  seem  to  imply  a  doubt  as  to  the  wisdom 
manifested  by  Congress  in  having  authorized  this  plan 
of  farm  mortgage  credit. 

It  is  now  our  purpose  to  inquire  into  this  aspect  of 
rural  credits  with  a  view  of  contrasting  more  fully  the 
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benefits  with  the  cost  of  the  system.  Who  has  reaped 
the  greatest  financial  benefit,  the  farmer  or  the  banker? 
Has  the  farmer  gained  as  a  debtor  much  more  than  he 
has  lost  as  a  taxpayer?  What  has  it  cost  the  public 
directly  and  indirectly  to  operate  the  federal  farm  loan 
system?  What  are  the  prospects  for  the  future  as  to 
the  economical  administration  of  this  form  of  govern¬ 
ment  aid  in  behalf  of  farm  mortgage  credit?  These  are 
questions  of  considerable  interest  to  the  general  public 
in  view  of  the  present  high  cost  of  government  and  its 
relation  to  increasing  and  burdensome  taxation. 

NO  DIVIDENDS  ON  GOVERNMENT  STOCK 

The  Farm  Loan  Act  provided  that  each  of  the  federal 
land  banks  should  be  organized  with  a  subscribed  capital 
of  not  less  than  $750,000,  divided  into  shares  of  $5  each; 
that  the  capital  stock  could  be  subscribed  for  by  any 
individual,  firm,  or  corporation,  or  by  the  government 
of  any  state  or  of  the  United  States;  and  that,  if  within 
thirty  days  after  books  of  subscription  for  the  capital 
stock  of  the  banks  had  been  opened  any  part  of  the 
minimum  capitalization  of  $750,000  should  remain  un¬ 
subscribed,  it  was  made  the  duty  of  the  Secretary  of  the 
Treasury  to  subscribe  the  balance  on  behalf  of  the  United 
States.  Acting  under  this  authority,  the  Treasury  De¬ 
partment  invested  $8,892,130  of  public  funds  in  the 
capital  stock  of  the  twelve  federal  land  banks.1 

xThe  original  amount  subscribed  by  the  government  was 
$8,891,270  (see  Chapter  VI).  But,  several  private  persons  having 
subscribed  for  stock  under  a  misapprehension,  their  subscriptions 
were  afterwards  taken  over  by  the  Treasury  Department,  which 
made  the  maximum  total  government  stock  holdings  $8,892,130. 
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The  act  also  provides  that  “stock  owned  by  the  gov¬ 
ernment  of  the  United  States  in  federal  land  banks  shall 
receive  no  dividends.”  This  was  the  first  step  in  direct 
government  aid  in  behalf  of  farm  mortgage  credit.  It 
provides  for  the  lending  of  public  funds  without  interest, 
and,  in  anticipation  that  the  time  would  come  when  these 
banks  would  declare  dividends  on  their  capital  stock, 
it  also  provides  that  the  stock  owned  by  the  government 
should  not  share  in  dividend  distributions. 

In  view  of  our  being  able  to  look  back  over  the  history 
of  the  federal  land  banks  for  more  than  six  years,  the 
question  of  the  loss  of  interest  on  public  funds  invested 
in  their  capital  stock  is  absorbed  in  the  larger  problem 
of  the  loss  of  dividends  thereon,  for  the  time  came  when 
the  banks  were  able  to  pay  not  less  than  6  per  cent  divi¬ 
dends  on  their  capital  and  made  them  retroactive  and 
payable  from  the  date  of  subscription. 

The  cost  to  the  taxpayers  of  this  direct  aid  by  the 
government  to  farm  mortgage  credit  will  be  estimated 
later.  There  is  an  aspect  of  this  subject  of  lending  public 
funds  which  must  first  be  considered,  for  during  prac¬ 
tically  all  the  time  the  federal  land  banks  have  had 
public  funds  invested  in  their  capital,  the  government 
has  had  to  borrow  money  from  outside  sources  through 
the  issue  and  sale  of  securities  in  the  form  of  bonds  and 
certificates  of  indebtedness.  The  interest  paid  on  these 
borrowings  has  varied  from  3y2  to  5  per  cent,  so  that 
the  government,  in  addition  to  losing  6  per  cent  dividends 
on  the  amount  invested  in  the  capital  stock  of  the  federal 
land  banks,  has  had  to  pay  to  those  investors  who  pur¬ 
chased  government  securities  a  rate  of  interest  which 
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averages  not  less  than  4^  per  cent  a  year.  That  is  to 
say,  the  government  has  borrowed  money  at  interest 
which  it  has  loaned  to  the  federal  land  banks  without 
interest  and  without  dividends.  This  has  increased  the 
burden  of  taxpayers  by  more  than  doubling  the  ordinary 
cost  of  borrowing  money  by  the  government  in  its  usual 
fiscal  transactions. 

RETIREMENT  OF  GOVERNMENT  STOCK 

The  Farm  Loan  Act  also  provides  that  “after  the  sub¬ 
scriptions  to  capital  stock  by  national  farm  loan  associa¬ 
tions  shall  amount  to  $750,000  in  any  federal  land  bank, 
said  bank  shall  apply  semi-annually  to  the  payment  and 
retirement  of  the  shares  of  stock  which  were  issued  to 
represent  the  subscriptions  to  the  original  capital  twenty- 
five  per  centum  of  all  sums  thereafter  subscribed  to 
capital  stock  until  all  such  original  capital  stock  is 
retired  at  par.” 

The  ultimate  purpose  of  this  provision  was  to  have 
national  farm  loan  associations  the  only  stockholders 
of  a  federal  land  bank.  This  was  planned  to  give  the 
associations  control  over  the  policies  of  these  banks  with 
the  object  of  having  their  members  as  borrowers  reap 
the  entire  benefits  of  this  cooperative  plan  of  farm  mort¬ 
gage  credit.  To  what  extent  the  original  purpose  has 
been  modified  has  already  been  indicated  in  a  preceding 
chapter. 

The  federal  land  banks  have  faithfully  observed  the 
foregoing  provision  of  the  act  as  to  the  retirement  of  the 
capital  stock  owned  by  the  government.  Some  of  the 
banks  began  paying  off  in  November,  1918,  but  others 
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were  not  able  to  do  so  for  a  year  or  two  thereafter.  This 
was  due  to  the  fact  that  the  amount  of  loans  made 
through  national  farm  loan  associations  by  several  of 
the  banks  totaled  three  or  four  times  as  much  as  those 
granted  by  many  other  federal  land  banks.  The  result 
was  that  the  banks  making  the  largest  amount  of  loans 
were  able  to  retire  the  government  stock  much  more 
rapidly  than  the  others.  The  amount  of  government 
stock  retired  was  represented  by  an  equal  sum  subscribed 
by  the  farm  loan  associations,  each  of  which  must  sub¬ 
scribe  for  stock  in  the  federal  land  bank  of  its  district 
to  the  amount  of  5  per  cent  of  each  loan  granted  to  its 
members.  Because  of  this  requirement,  the  conditions 
which  made  possible  the  retirement  of  the  capital  stock 
owned  by  the  government  were  soon  reached. 

The  present  status  of  the  situation  as  to  the  amount 
of  capital  stock  that  has  been  retired  and  is  now  owned 
by  the  government  is  set  forth  in  the  following  statement: 

Total  amount  invested . $8,892,130 

Repaid — 


November,  1918. 

. .  $126,715 

May,  1919 . 

..  499,606 

December,  1919.. 

..  572,569 

June-July,  1920.. 

..  860,560 

January,  1921 . . . 

. .  132,005 

July,  1921 . 

..  101,905 

January,  1922. .  . 

. .  955,925 

July,  1922 . 

..  1,377,965 

January,  1923 . .  . 

..  1,178,810 

July,  1923 . 

..  651,685 

6,457,745 


Balance  owned  by  the  United  States.  $2,434,385 
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It  is  evident  from  the  foregoing  financial  statement 
that  the  capital  stock  of  federal  land  banks  owned  by 
the  government  is  being  retired  rapidly  and  it  is  only  a 
question  of  time  when  all  the  banks  will  have  entirely 
retired  the  stock  previously  owned  by  the  government 
if  the  present  rate  of  making  loans  is  maintained.  Four 
banks  have  already  done  so,  namely,  those  of  St.  Paul, 
Omaha,  Houston,  and  Spokane.  The  amount  of  stock 
still  owned  by  the  government  in  the  other  eight  banks 
on  July  31, 1923,  is  presented  in  the  following  statement: 


Bank  at 

Originally 

subscribed 

Holdings 
July,  1923 

Springfield,  Mass. . . . 

..  $739,925 

$596,450 

Baltimore,  Md . 

. .  741,485 

488,850 

Columbia,  S.  C .  .  . . 

. .  750,000 

310,035 

Louisville,  Ky . . 

. .  742,265 

58.860 

New  Orleans,  La. . . 

. .  745,730 

134,395 

St.  Louis,  Mo . 

. .  742,075 

203,190 

Wichita,  Kans . 

. .  744,165 

150,055 

Berkeley,  Calif . 

. .  744,010 

492,550 

Total . 

$2,434,385 

While  the  two  foregoing  tabular  statements  show  that 
more  than  two-thirds  of  the  federal  land  bank  stock 
originally  owned  by  the  government  has  been  retired, 
the  amounts  still  owed  by  the  different  banks  vary  con¬ 
siderably.  So  far  as  some  of  these  banks  are  concerned, 
it  will  be  years  before  all  the  government-owned  stock 
will  have  been  repaid,  but  in  a  few  other  cases  it  will 
undoubtedly  all  be  canceled  within  a  year  or  two  at  the 
utmost. 
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THE  COST  OF  STOCK  INVESTMENT 

Taxpayers  have  a  right  to  know  what  it  has  cost  them 
to  provide  government  aid  in  behalf  of  farm  mortgage 
credit,  since  it  is  public  money  which  has  been  invested 
in  the  capital  stock  of  the  federal  land  banks. 

As  a  rule,  investments  in  stock  are  made  from  funds 
already  accumulated  and  in  expectation  of  deriving  an 
income  therefrom.  Investment  of  money  in  capital  stock 
is  more  or  less  speculative  in  character  under  the  most 
promising  business  conditions.  The  funds  invested  by 
the  United  States  Treasury  in  the  capital  stock  of  the 
federal  land  banks  were  removed  entirely  from  the  field 
of  speculation  and  the  expectation  of  earnings.  More¬ 
over,  practically  the  only  sources  of  revenue  left  open 
to  the  federal  government  for  some  time  have  been  the 
tariff,  taxation,  and  borrowing.  The  two  sources  of  tax¬ 
ation  and  borrowing  are  direct  burdens  on  the  American 
people.  Therefore,  since  the  Farm  Loan  Act  required 
that  the  capital  stock  thus  purchased  by  the  government 
should  not  receive  dividends,  there  was  a  direct  loss 
to  taxpayers  whether  the  money  was  raised  by  taxes  or 
was  borrowed  through  the  sale  of  government  securities. 

No  retirement  of  the  capital  stock  owned  by  the 
government  occurred  until  November,  1918,  and  then 
only  to  the  amount  of  $126,714.  The  government  began 
a  largely  increased  amount  of  borrowings  in  April,  1917, 
as  a  result  of  America’s  entrance  into  the  European 
war.  Even  if  the  capital  subscribed  for  federal  land 
bank  stock  had  originally  been  derived  from  taxes  or 
any  other  source  of  income  apart  from  borrowing,  and 
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if  it  had  been  available  to  the  government  for  investment 
purposes  without  having  to  pay  the  current  rate  of  in¬ 
terest  thereon,  nevertheless  all  available  surplus  funds 
were  quickly  absorbed  through  war  expenditures  and 
the  nearly  nine  millions  invested  in  federal  land  bank 
stock  would  have  been  expended  with  all  other  surplus 
funds  if  they  had  been  available  to  the  United  States 
Treasury  at  that  time,  for  additional  funds  in  greatly 
increased  amounts  had  to  be  borrowed  to  cover  the 
extraordinary  expenditures  of  the  government.  From 
that  time  on,  therefore,  it  is  safe  to  assume  that  the 
capital  of  the  federal  land  banks  was  derived  from  credit 
procured  by  the  government  at  4^4  per  cent  interest. 

According  to  the  first  annual  report  of  the  Farm  Loan 
Board,  books  were  opened  to  receive  public  subscrip¬ 
tions  to  the  capital  stock  of  the  federal  land  banks  in 
March,  1917,  and  kept  open  for  thirty  days.  For  all 
practical  purposes,  therefore,  May  1,  1917,  may  be  re¬ 
garded  as  the  time  from  which  to  calculate  the  approxi¬ 
mate  cost  to  taxpayers  in  loss  of  interest  and  dividends 
as  a  direct  contribution  in  behalf  of  farm  mortgage 
credit.  Table  X  on  page  170  expresses  this  cost  on  the 
basis  of  the  data  previously  given  as  to  the  retirement 
of  stock  and  the  payment  of  dividends  by  the  federal 
land  banks. 

PURCHASE  OF  FEDERAL  LAND  BANK  BONDS 

In  a  statement  issued  in  September,  1922,  the  under¬ 
secretary  of  the  Treasury  enumerated  a  few  minor 
sources  of  income  besides  taxes  and  borrowing  money, 
among  which  was  mentioned  “the  government’s  invest- 


Table  X. — Approximate  cost  to  taxpayers  of  the  Treasury’s  investment  in  capital  stock  of  the  federal 

land  banks 
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ment  in  securities  of  various  classes,  particularly  those 
of  the  federal  land  banks.” 

Under  the  emergency  of  war  conditions,  the  govern¬ 
ment  kept  on  borrowing  money  of  the  public  in  amounts 
of  four  or  five  billions  of  dollars  at  a  time,  and  the 
money  invested  in  federal  land  bank  bonds  came  from 
this  source  and  no  other.  In  fact,  the  bonds  owned  by 
the  Treasury  were  purchased  for  the  purpose  of  prevent¬ 
ing  them  from  coming  into  competition  with  Liberty 
bonds.  They  consist  of  both  M/2  and  5  per  cent  bonds. 
The  M/2  per  cent  bonds  were  purchased  between  January 
18,  1918,  and  June  30,  1919 ;  the  5  per  cent  bonds  were 
purchased  after  May  26,  1920,  when  an  amendment  to 
the  Farm  Loan  Act  extended  the  time  of  purchase  to 
June  30,  1921.  The  purchases  by  the  Treasury  totaled 
$136,885,000  of  M/2  per  cent  bonds  and  $46,150,000  of 
5  per  cent  bonds. 

Of  the  5  per  cent  bonds  owned  by  the  government, 
$44,400,000  were  repurchased  and  retired  by  the  federal 
land  banks  when  they  were  again  able  to  sell  M/2  per 
cent  bonds  because  of  a  slight  drop  in  interest  rates. 
This  left  $1,750,000  of  5  per  cent  bonds  still  owned  by 
the  government.  On  August  7,  1922,  the  remaining  5 
per  cent  bonds  were  repurchased  from  the  Treasury  by 
the  Federal  Land  Bank  of  Springfield  which  issued  them. 
This  left  the  government  still  the  owner  of  $136,885,000 
of  M/2  per  cent  bonds,  and  it  is  these  securities  to  which 
reference  is  made  in  the  above-mentioned  statement  by 
the  under-secretary  of  the  Treasury. 

However,  the  income  to  the  government  from  this 
source  would  be  comparatively  insignificant,  for  most 
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of  the  government’s  issues  of  war  bonds  and  securities 
were  made  at  4%  per  cent  interest.  As  compared  with 
44/2  per  cent  interest  received  on  federal  land  bank  bonds 
for  that  part  of  public  funds  thus  invested,  the  difference 
of  34  of  1  per  cent  on  an  investment  of  $136,885,000 
would  provide  the  government  a  profit  of  about  $342,212 
a  year.  This  is  the  only  prospective  source  of  income 
to  the  Treasury  from  its  investment  of  public  funds  in 
federal  land  bank  bonds. 

It  is  to  be  noted  also  that  this  is  the  maximum  amount 
of  profits  that  the  government  could  derive  annually 
from  its  investment.  A  $75,000,000  sale  of  4 y2  per  cent 
federal  land  bank  bonds  took  place  during  the  last  week 
of  September,  1922,  from  the  proceeds  of  which  $23,500,- 
000  was  used  to  take  up  and  retire  that  amount  of  bonds 
owned  by  the  government,  thus  reducing  its  holdings 
to  $113,385,000.  Another  sale  occurred  in  January,  1923, 
from  the  proceeds  of  which  more  bonds  were  repurchased 
so  that  the  government’s  holdings  were  reduced  to 
$101,885,000  on  June  30,  1923. 

COMPARISON  OF  PROFIT  AND  LOSS 

The  preceding  data  on  stock  owned  by  the  government 
in  the  federal  land  banks  show  that  the  government’s 
contribution  toward  establishing  a  system  of  farm  mort¬ 
gage  credit  amounted  to  $4,468,314  up  to  June  30,  1923. 
That  forms  a  good  stopping  place  because  it  rounds  out 
a  fiscal  year. 

Whatever  question  may  be  raised  as  to  the  justice  of 
charging  a  loss  to  taxpayers  of  $1,852,715— which  repre¬ 
sents  the  total  income  the  government  would  have  re- 
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ceived  if  it  had  invested  the  same  amount  of  money 
at  4!/4  per  cent  interest  that  it  owned  in  federal  land 
bank  stock — there  can  be  no  doubt  whatever  as  to  the 
sum  of  $2,615,598  contributed  in  the  form  of  dividends 
on  stock.  The  twelve  federal  land  banks  have  declared 
and  paid  6  per  cent  dividends  from  the  beginning.  Con¬ 
sequently,  the  banks  and  not  the  borrowers  have  been 
the  recipients  of  this  amount  of  direct  government 
bounty. 

If  the  subscriptions  to  the  capital  stock  of  the  federal 
land  banks  had  been  delayed  only  a  few  months  later, 
there  is  no  doubt  that  the  government  would  have  had 
no  funds  to  invest  in  stock  except  those  borrowed  from 
the  public  by  the  sale  of  Treasury  securities  at  41/4  per 
cent  interest  or  even  at  a  higher  rate.  There  is  no  valid 
reason,  therefore,  why  these  total  combined  interest  and 
dividend  items  should  not  be  charged  up  as  the  tax¬ 
payers’  contribution  to  the  federal  land  banks  from  the 
date  of  their  organization  to  June  30,  1923. 

It  will  be  observed  also  that  the  interest  and  dividend 
items  in  the  preceding  table  are  a  constantly  diminish¬ 
ing  sum  due  to  the  regular  retirement  of  the  capital  stock 
owned  by  the  government  every  six  months  according 
to  the  requirements  of  the  Farm  Loan  Act.  These  items 
together  vastly  exceed  any  income  received  by  the  Treas¬ 
ury  from  its  holdings  of  federal  land  bank  bonds. 

It  has  been  said  that  the  government  made  no  profit 
whatever  on  its  purchases  of  5  per  cent  bonds  because 
of  having  to  pay  higher  rates  of  interest  in  1920  for 
the  money  it  borrowed  of  the  public  with  which  to  pur¬ 
chase  them.  This  may  be  true  for  a  small  part  of  the 
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time  these  bonds  were  held  by  the  Treasury.  However, 
on  the  assumption  that  the  government  made  ^4  of  1 
per  cent  profit  on  all  its  holdings  of  federal  land  bank 
bonds,  Table  XI  opposite  sets  forth  the  approximate 
profit  derived  from  bond  holdings  as  compared  with  the 
estimated  loss  on  its  investment  in  capital  stock,  the 
data  being  presented  by  years  for  comparative  pur¬ 
poses  only. 

It  is  evident  from  the  following  table  that  the  loss 
by  the  government  on  its  stock  holdings  in  the  federal 
land  banks  greatly  exceeds  its  profits  on  their  bonds. 
The  fact  that  the  Treasury  has  twice  requested  the  banks 
to  buy  back  as  many  of  their  bonds  as  possible  without 
interfering  with  their  lending  operations  shows  not  only 
that  it  has  not  been  a  very  profitable  undertaking,  but 
that  the  government  is  ready  to  forego  the  little  profit 
accruing  from  its  bond  holdings  in  order  to  reduce  to  the 
minimum  its  current  public  borrowings.  In  the  present 
condition  of  the  United  States  Treasury,  with  a  pros¬ 
pective  deficit  for  several  years  to  come  if  the  expenses 
of  government  are  increased  materially  by  unwise  legis- 
ation,  there  is  every  likelihood  that  the  federal  land 
banks  will  be  urged  frequently  to  redeem  their  bonds 
as  soon  as  possible.  Under  the  terms  of  the  amendment 
to  the  act,  the  bonds  held  by  the  government  one  year 
after  the  termination  of  the  European  war  may  be  re¬ 
deemed  or  repurchased  upon  thirty  days’  notice  from  the 
Secretary  of  the  Treasury.  Unfortunately,  the  banks 
have  little  available  funds  for  the  redemption  of  their 
bonds  apart  from  the  proceeds  of  their  recurring  bond 


Table  XI. — Approximate  government  profit  on  bonds  and  losses  on  capital  stock  of  the  federal  land 

banks 
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sales.  Consequently,  it  may  be  several  years  yet  before 
this  small  source  of  income  to  the  government  will  be 
entirely  cut  off  through  the  repurchase  by  the  federal 
land  banks  of  all  their  bonds. 

Much  will  depend  on  the  future  condition  of  the  bond 
market  as  to  the  length  of  time  this  repurchase  period 
will  last.  In  the  meantime,  even  with  a  steadily  increas¬ 
ing  retirement  of  the  federal  land  bank  stock  owned 
by  the  government,  the  loss  to  the  taxpayers  will  be  in 
excess  of  any  prospective  profit  to  the  Treasury  as  a 
compensatory  means  of  relief.  From  this  point  of  view 
government  aid  to  farm  mortgage  credit  has  been  largely 
a  gain  to  the  federal  land  banks  only,  which  gain  has 
enabled  them  to  enlarge  their  undivided  profits  at  the 
expense  of  farmers  and  other  taxpayers  throughout  the 
United  States. 

COST  OF  THE  FARM  LOAN  BUREAU 

The  time  will  come,  then,  when  both  profit  and  loss 
from  government  holdings  of  bonds  and  capital  stock 
of  the  federal  land  banks  will  come  to  an  end.  By 
amendment  to  the  Farm  Loan  Act,  approved  March  4, 
1923,  the  Treasury  will  also  be  relieved  of  the  expenses 
of  operating  the  federal  farm  loan  system  by  pro  rata 
assessment  against  the  federal  and  joint  stock  land 
banks  in  proportion  to  their  gross  assets.  It  is  a  good 
time,  therefore,  to  ascertain  what  it  has  cost  taxpayers 
to  operate  the  Federal  Farm  Loan  Bureau  from  its 
organization  to  June  30,  1923. 

When  the  Farm  Loan  Act  was  being  debated  in  the 
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Senate  and  House  of  Representatives,  the  claim  was 
made  that  the  proposed  farm  mortgage  credit  system 
was  being  enacted  for  political  patronage  rather  than 
as  a  really  cooperative  measure  to  help  farmers.  This 
contention  was  emphatically  denied  at  the  time. 

However,  since  then  the  political  control  of  Congress 
has  changed.  The  trend  from  the  beginning  was  not 
altogether  free  from  political  influences  which  have  been 
accentuated  in  later  years.  The  result  has  been  a  grad¬ 
ual  increase  in  the  cost  of  operating  the  Farm  Loan 
Bureau,  a  greater  financial  burden  on  the  taxpayers,  and 
a  growing  menace  to  the  cooperative  form  of  the  sys¬ 
tem.  The  effect  of  political  influences  has  been  to  keep 
increasing  the  cost  of  supervisory  administration,  to 
involve  the  federal  land  banks  and  the  government  in 
litigation,  and  to  antagonize  the  borrowers,  many  of 
whom  feel  that  they  have  been  deprived  of  their  co¬ 
operative  property  rights.  This  is  the  work  of  politics 
in  the  field  of  farm  mortgage  credit,  but  it  is  confined 
almost  entirely  to  federal  legislation  in  the  United  States. 

Government  supervision  over  the  federal  farm  loan 
system  is  exercised  through  the  Farm  Loan  Bureau. 
The  cost  of  this  supervision  is  expressed  in  its  organiza¬ 
tion  expenses,  the  salaries  of  its  officials  and  employees, 
and  its  miscellaneous  outgo.  By  the  interest  and  amorti¬ 
zation  payments  on  their  loans,  the  farmers  pay  practi¬ 
cally  all  the  operating  expenses  of  the  land  banks,  build 
up  their  reserves  and  surplus  earnings,  and  provide  for 
the  ultimate  redemption  of  all  farm  loan  bonds.  The 
public  through  taxation  has  paid  the  cost  of  supervision. 


Table  XII. — Appropriations  and  expenditures  of  the  Federal  Farm  Loan  Bureau  from  organization 

to  June  SO,  1923 
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What  this  latter  cost  has  been  is  shown  in  Table  XII  on 
the  opposite  page. 

The  foregoing  table  shows  that  the  total  direct  cost  of 
government  aid  for  farm  mortgage  credit  from  August, 
1916,  when  the  first  steps  were  taken  in  the  organization 
of  the  federal  system,  has  been  $1,469,770  to  June  30, 
1923.  With  the  exception  of  the  fiscal  year  1919-20, 
when  the  operations  of  the  system  were  partly  suspended 
through  the  litigation  to  determine  the  constitutionality 
of  the  Farm  Loan  Act  that  led  to  a  slight  reduction  of 
the  working  force  in  the  Bureau,  the  table  shows  that 
there  has  been  a  gradual  increase  in  the  cost  of  govem- 
1923.  With  the  exception  of  the  fiscal  year  1919-20, 
— an  increase  of  $95,612.  Thus  the  direct  contribution 
from  public  funds  for  the  advancement  of  farm  mort¬ 
gage  credit  for  the  first  seven  years  averaged  $209,967 
a  year,  while  the  increase  has  averaged  about  $13,660 
a  year.  It  is  difficult  to  discover,  however,  to  what 
extent  either  the  agricultural  industry  or  the  general 
public  has  been  benefited  by  these  expenditures. 

Taking  a  broad  view  of  government  aid  in  behalf  of 
farm  mortgage  credit  as  here  outlined,  it  is  found  that 
the  land  banks  and  the  investors  in  farm  loan  bonds 
have  received  unusual  bounties — the  former  in  the  way 
of  generous  financial  assistance,  the  latter  in  the  privilege 
of  purchasing  a  security  exempt  from  taxation  except 
the  inheritance  tax. 

On  the  other  hand,  the  farmer  and  the  taxpayer  have 
been  the  burden-bearers  of  the  federal  farm  loan  system. 
Taxpayers  have  to  some  extent  been  relieved  of  pay¬ 
ing  for  this  direct  government  aid  through  assessments 
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against  the  land  banks,'  but  the  interest  farmers  pay  on 
their  debts  keeps  the  system  in  operation.  This  is  the 
debtor’s  burden  which  evidently  has  not  been  lightened 
by  government  aid  to  any  great  extent  and  which  hence¬ 
forth  the  farmer  as  a  borrower  must  bear  entirely  alone. 


CHAPTER  XI 


STATE  SYSTEMS  OF  FARM  MORTGAGE  CREDIT 

When  the  subject  of  rural  credits  was  first  being  seri¬ 
ously  agitated  in  the  United  States,  President  Taft  called 
a  conference  of  governors  to  consider  the  advisability 
of  developing  some  plan  of  cooperation  between  the 
various  states  and  the  federal  government.  At  the  close 
of  the  conference  many  of  the  governors  pledged  their 
efforts  to  advance  the  cause  of  rural  credits  in  their 
respective  states.  Since  then  one  state  after  another 
has  fallen  in  line  by  either  amending  old  or  enacting 
new  legislation  to  encourage  agricultural  credit  within 
its  own  borders. 

The  main  points  of  state  farm  mortgage  credit  systems 
actually  in  operation  are  outlined  in  the  following  para¬ 
graphs.  The  basis  of  comparison  in  every  instance  is 
in  the  principles  of  the  federal  farm  loan  system  because 
of  its  influence  on  state  systems  and  its  widespread 
operation  in  nearly  every  county  in  the  United  States. 

Actual  legislation  in  behalf  of  farm  mortgage  credit 
has  been  enacted  in  many  states  in  the  past  ten  years. 
Two  general  policies  have  been  followed.  The  first 
efforts  to  lend  state  funds  to  farmers  were  brought  about 
partly  as  a  result  of  agitation  and  partly  because  of 
a  recognized  necessity  for  encouraging  agricultural  de¬ 
velopment  to  promote  the  best  interests  of  the  state. 

181 
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The  other  policy  is  more  recent,  was  born  as  a  result  of 
the  European  war,  and  is  an  expression  of  state  patriot¬ 
ism  mainly  in  behalf  of  ex-service  men.  The  former 
was  limited  to  the  problem  of  supplying  state  credit  for 
actual  farmers  and  that  only  will  be  discussed  in  these 
pages. 


ARIZONA 

The  main  efforts  of  Arizona  for  the  promotion  of  agri¬ 
culture  are  based  on  the  general  provisions  of  the  public 
land  code  and  its  amendments.  A  state  land  administra¬ 
tion  fund  was  authorized  which  consists  of  all  fees  col¬ 
lected  by  the  land  commissioner,  except  classification 
and  appraisement  fees,  and  any  other  sums  appropriated 
by  the  legislature  to  this  particular  fund. 

The  law  designates  it  as  a  permanent  state  fund  with¬ 
out  limit,  but  there  must  not  be  a  sum  uninvested  in 
excess  of  $20,000  at  the  close  of  any  fiscal  year.  Any 
money  remaining  unexpended  in  excess  of  that  sum  has  to 
be  transferred  to  the  general  state  fund.  To  establish  the 
state  land  administration  fund,  the  legislature  appro¬ 
priated  the  sum  of  $20,000  during  each  of  the  fiscal  years 
of  1916  and  1917. 

Among  the  prescribed  methods  of  investing  this  fund, 
the  law  designates  first  mortgages  on  farm  lands  in  the 
state  of  Arizona.  However,  since  much  of  the  agricul¬ 
tural  prosperity  of  Arizona  depends  on  reclamation  and 
irrigation  projects,  provision  is  made  for  lending  this 
fund  on  farms  located  within  such  projects  provided 
that  “the  lien  held  by  the  United  States  for  the  repay¬ 
ment  of  the  construction  charges  on  any  United  States 
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reclamation  project  or  on  any  United  States  Indian 
Service  project  shall  not  be  deemed  a  first  mortgage  on 
the  farm  lands  under  any  such  project.” 

Loans  on  farm  lands  from  Arizona’s  land  administra¬ 
tion  fund  can  not  be  for  more  than  $5,000  nor  exceed 
50  per  cent  of  the  appraised  value  of  the  land  for  agri¬ 
cultural  purposes.  Loans  can  not  be  made  from  this  fund 
on  lands  valued  at  less  than  $10  an  acre.  When  loan3 
are  advanced  on  unimproved  farm  lands,  it  is  on  the 
condition  that  the  entire  amount  shall  be  employed  in 
the  improvement  of  the  lands  forming  the  basis  of  se¬ 
curity.  The  rate  of  interest  on  loans  can  not  be  less  than 
6  per  cent  a  year. 

The  period  of  loans  can  not  be  less  than  five  nor  longer 
than  fifteen  years,  except  that  a  borrower  has  the  privi¬ 
lege  of  discharging  his  debt  before  five  years  by  the  pay¬ 
ment  of  three  months’  interest  in  advance  in  addition 
to  the  accrued  interest  at  the  time  of  such  payment. 
“In  case  of  a  loan  extending  over  a  period  longer  than 
five  years,  the  payments  for  the  first  five  years  shall  con¬ 
sist  only  of  interest,  to  be  paid  annually;  but,  commencing 
with  the  sixth  year,  there  shall  be  paid,  in  addition  to 
said  interest,  a  sum  which,  when  paid  annually  during 
the  remainder  of  the  life  of  the  loan  will,  at  the  expira¬ 
tion  thereof,  fully  satisfy  and  discharge  the  debt.” 

Under  the  terms  of  the  Arizona  land  administration 
fund,  there  had  been  loaned  $1,481,088  on  farm  mort¬ 
gages  at  the  close  of  the  fiscal  year  ended  June  30,  1922. 
The  interest  which  had  been  paid  on  these  loans 
amounted  to  $190,462,  leaving  unpaid  interest  in  the  sum 
of  $128,919,  or  about  40  per  cent. 
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COLORADO 

State  loans  in  Colorado  are  made  from  the  public 
school  funds  and  only  on  first  mortgage  security  on  cul¬ 
tivated  farm  lands.  In  case  loans  are  advanced  on  farms 
under  irrigation  projects,  the  state  must  also  be  granted 
a  first  lien  on  all  water  and  water  rights  for  the  irriga¬ 
tion  of  the  lands  mortgaged. 

Section  2  of  the  original  law  provided  that  loans  should 
be  made  only  on  lands  of  which  the  appraisal  value  was 
not  less  than  $5  an  acre  and  not  to  exceed  $2,500  to  any 
one  person,  but  by  amendment  in  1921,  the  value  of 
the  land  was  raised  to  $10  an  acre  and  the  maximum 
loan  to  $5,000,  with  this  proviso  added: 

“The  state  board  of  land  commissioners  are  hereby 
authorized  to  pay  off  existing  mortgage  indebtedness 
on  such  cultivated  farm  lands  to  the  amount  of  the  sum 
so  loaned  as  provided  herein.” 

The  privilege  was  thus  granted  individual  borrowers 
of  increasing  the  amount  of  their  debt  to  the  state,  but 
the  number  of  loans  was  likely  to  be  diminished  by  rais¬ 
ing  the  minimum  appraised  value  of  the  land  on  which 
loans  could  be  made  from  $5  to  $10  an  acre.  The  amount 
of  the  loan  was  further  limited  by  the  provision  that  the 
farm  land  security  must  have  “an  appraised  value  at 
least  three  times  the  amount  of  the  sum  borrowed.”  In 
other  words,  the  maximum  loan  was  limited  to  one-third 
the  appraised  value  of  the  land. 

The  period  of  farm  loans  thus  authorized  was  from 
one  to  five  years  at  6  per  cent  interest  payable  annually. 
In  case  of  default  by  the  borrower,  “the  rate  of  interest 
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charged  shall  be  8  per  cent  a  year  after  maturity  on 
both  principal  and  delinquent  interest.”  Failure  of  the 
borrower  to  pay  the  taxes  on  his  farm  or  the  interest 
on  his  note  also  renders  the  loan  due  and  payable  im¬ 
mediately.  If  a  note  for  money  borrowed  or  interest 
thereon  is  due  and  not  paid  within  thirty  days  after 
receipt  of  notice  thereof  by  mail,  action  for  foreclosure 
may  be  begun  by  the  attorney-general  of  the  state. 

“When  a  loan  has  been  made  and  a  borrower  desires 
to  renew  the  same  for  one  year  or  not  more  than  five 
years,  it  may  be  done  in  manner  as  the  loan  was  made 
in  the  first  instance,  but  no  new  abstract,  except  a  con¬ 
tinuation  of  the  same  down  to  the  time  of  extension, 
nor  examination  of  title  prior  to  the  original  loan,  nor 
new  deed  of  trust  need  be  required,  unless  the  deed  of 
trust  is  to  be  given  upon  other  lands.”  When  no  addi¬ 
tional  security  is  offered,  the  time  of  payment  “may  be 
extended  in  writing  to  be  recorded  as  the  original  security 
was  recorded  and  before  the  maturity  of  the  claim.” 

Taking  these  two  abstracts  from  the  law  together,  they 
show  that  individual  borrowers  are  benefited  by  the  state 
cutting  down  as  much  as  possible  the  customary  costs 
of  renewing  a  loan. 

Each  borrower  is  required  by  the  state  of  Colorado 
to  carry  an  appropriate  amount  of  insurance  on  build¬ 
ings,  and  to  pay  all  expenses  of  land  appraisement,  ex¬ 
amination  of  title,  recording  the  deed  of  trust,  and  any 
other  sums  incurred  by  the  state  in  making  the  loan. 

On  January  1,  1923,  there  were  in  force  454  loans 
for  a  total  of  $798,600.  This  gives  an  average  loan  of 


186  Farm  Credits  in  the  United  States  and  Canada 

$1,781  made  from  state  funds  in  Colorado  on  farm  mort¬ 
gage  security. 


IDAHO 

State  loans  on  farm  lands  in  Idaho  are  now  made 
through  the  department  of  public  investments,  organized 
on  April  1,  1919,  under  the  provisions  of  chapter  1,  ses¬ 
sion  laws  of  1919.  As  part  of  its  work,  this  department 
took  over  the  duty  of  investing  those  state  funds  which 
had  previously  been  invested  by  the  state  board  of  land 
commissioners. 

Among  the  various  securities  in  which  these  funds  can 
be  invested  are  first  mortgages  on  improved  farm  lands 
within  the  state.  Under  the  constitution  and  present 
state  laws,  the  department  of  public  investments  can  not 
make  loans  on  town  or  city  property  nor  on  unimproved 
farm  lands.  Loans  are  limited  to  one-third  the  appraised 
value  of  the  land  exclusive  of  improvements,  providing 
the  land  is  not  appraised  for  more  than  $200  an  acre. 
The  maximum  loan  is  $5,000.  The  period  of  a  loan  is 
limited  to  five  years,  but  it  may  be  paid  in  full  at  any 
time  with  interest  to  date  of  payment.  The  interest 
rate  is  6  per  cent  a  year  payable  semi-annually  on  Jan¬ 
uary  1st  and  July  1st  of  each  year. 

The  new  department  made  some  special  rules  govern¬ 
ing  the  expenses  of  making  farm  loans.  A  deposit  of  $15 
is  required  with  each  application  for  a  loan  up  to  $1,500 
to  defray  the  costs  to  the  state  of  handling  the  loan.  All 
applications  for  sums  in  excess  of  $1,500  must  be  accom¬ 
panied  by  a  deposit  of  1  per  cent  of  the  sum  applied 
for.  If  the  amount  deposited  is  insufficient  to  pay  the 
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costs  incurred  by  the  state  in  making  the  loan,  the  appli¬ 
cant  has  to  pay  any  difference.  If  a  loan  is  withdrawn, 
rejected  or  completed,  any  money  deposited  in  excess 
of  the  state’s  expenses  is  returned  to  the  applicant. 

An  application  for  a  renewal  of  a  loan  must  follow 
the  same  proceedings  as  are  required  for  making  an 
original  loan,  but  no  such  application  is  considered  when 
any  interest  is  delinquent. 

The  following  statement  summarizes  the  financial 
aspects  of  farm  mortgage  loans  made  by  Idaho  from 
December  1,  1920,  to  November  30,  1922: 


Amount  of  new  loans .  SI, 754, 671 

Amount  of  loans  repaid .  1 , 038 , 058 

Amount  of  loans  outstanding .  . .  3,947,449 


During  the  three  years  1920-1922,  inclusive,  the  state 
experienced  a  lack  of  funds  for  the  payment  of  general 
taxes  and  water  assessments  for  the  protection  of  its 
farm  loans.  This  is  attributed  to  the  extreme  financial 
stringency  affecting  farmers  who  had  borrowed  state 
funds  before  and  during  that  period. 

From  June  1,  1919,  to  November  30,  1922,  the  state 
had  to  undertake  ninety-seven  foreclosure  proceedings. 
Of  this  number  forty-eight  loans  were  closed  by  forced 
sale  of  the  mortgaged  farms  for  a  total  of  $149,922,  and 
the  remaining  foreclosure  actions  were  still  pending. 
These  foreclosure  proceedings  by  the  state  indicate  plainly 
enough  the  large  number  of  farmers  who  had  become 
financially  embarrassed  as  a  result  of  debt  and  the  de¬ 
pressed  condition  of  agriculture. 
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MAINE 

By  chapter  303  of  the  public  laws  of  1917,  the  state 
of  Maine  provided  that  the  funds  on  deposit  on  account 
of  lands  reserved  for  public  uses,  which  were  mostly  the 
income  from  the  school  lands,  should  be  loaned  to 
farmers  for  certain  definite  purposes.  The  funds  for 
investment  were  placed  under  the  control  of  a  board 
of  farm  lands  loan  commissioners.  The  original  law 
was  amended  in  1919  and  again  in  1921  to  broaden  the 
conditions  under  which  loans  may  be  granted  for  agri¬ 
cultural  purposes. 

The  law  as  amended  provides  that  loans  may  be  made 
only  on  first  mortgage  security  on  farm  lands  of  a  value 
at  least  double  the  amount  of  the  loan,  but  not  on  lands 
which  had  an  appraised  value  of  less  than  $10  an  acre. 
A  farmer  to  be  eligible  for  a  loan  must  actually  be 
operating  the  land  offered  as  security.  The  period  of 
loans  is  from  one  to  twenty  years ;  the  amount  that  may 
be  loaned  from  $300  to  $5,000  to  any  one  person;  and  the 
rate  of  interest,  originally  placed  at  5  per  cent,  was  by 
amendment  in  1921  raised  to  7  per  cent  payable  an¬ 
nually.  The  principal  of  a  loan,  in  whole  or  in  part,  may 
be  paid  at  the  option  of  the  borrower  “on  any  interest 
date  occurring  not  less  than  one  nor  more  than  nine¬ 
teen  years  after  the  date  of  the  loan,  and  in  any  event 
the  whole  shall  be  payable  in  twenty  years.  When 
partial  payments  are  made,  the  annual  charge  of  7  per 
cent  shall  be  made  only  upon  the  unpaid  balance  of  the 
principal  of  the  loan.” 

The  purposes  for  which  loans  may  be  made  are  to 
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assist  a  borrower  to  erect  necessary  dwelling  houses  and 
farm  buildings,  to  build  silos,  to  clear  his  land  of  forest 
growth,  to  purchase  live  stock  and  farm  machinery,  and 
for  any  other  legitimate  agricultural  use.  It  is  particu- 
uarly  specified  that  loans  shall  not  be  made  to  refund 
an  existing  mortgage  “unless  the  borrower  takes  an  ad¬ 
ditional  amount  to  be  expended  for  any  purposes  in  this 
section  recited,  and  then  only  when  in  the  discretion  of 
the  commissioners  such  loan  is  advisable.”  Each  bor¬ 
rower  is  required  to  pay  the  expenses  of  land  appraisal, 
abstract  of  title,  recording  fee,  and  for  necessary  revenue 
stamps.  The  secretary  of  the  board  of  commissioners 
is  authorized  “to  institute  and  prosecute  proceedings, 
by  any  methods  provided  by  law  of  foreclosure,  when 
any  sums  are  overdue  on  notes.” 

As  to  the  results  of  Maine’s  law  for  making  loans 
to  farmers,  the  commissioner  reports  as  follows: 

“The  aid  offered  farmers  in  this  act  has  not  been  very 
generally  taken  advantage  of.  It  has  worked  out  well 
and  satisfactorily  in  a  limited  number  of  cases,  but 
whether  our  farmers  are  not  aware  of  the  opportunity, 
or  for  some  other  reason,  we  have  had  only  a  few  appli¬ 
cations  each  year,  and  many  of  the  applications  are  of 
such  a  nature  that  we  cannot  accept  them.  In  cases 
where  loans  have  been  made,  however,  the  results  have 
been  good  and  the  money  has,  I  believe,  in  all  instances 
been  applied  to  the  development  of  agricultural  projects.” 

MINNESOTA 

By  act  approved  April  11, 1923,  Minnesota  established 
a  farm  mortgage  credit  system  and  placed  its  adminis- 
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tration  under  a  rural  credit  bureau  composed  of  three 
appointive  members,  not  more  than  two  of  whom  can 
belong  to  the  same  political  party.  The  purposes  of  the 
act  are  to  foster  and  encourage  agriculture,  dairying, 
and  live-stock  raising  within  the  state. 

In  general  outlines  the  Minnesota  Rural  Credit  Act 
follows  the  Federal  Farm  Loan  Act  and  is  one  of  the 
most  important  state  laws  yet  enacted.  It  aims  to  facili¬ 
tate  the  making  of  loans  and  lessen  the  cost  of  borrow¬ 
ing.  Thus  loans  are  made  direct  to  borrowers  after 
an  appraisal  and  written  report  have  been  made  on  the 
value  of  the  land  offered  as  security  and  such  loans 
have  been  approved  by  at  least  two  members  of  the 
bureau.  Loans  may  also  be  advanced  on  farm  lands 
subject  to  liens  or  assessments  for  drainage,  provided 
the  amount  of  such  liens  is  taken  into  consideration  in 
determining  the  loan  the  bureau  will  grant  on  the  lands 
in  question. 

The  security  for  loans  must  be  a  first  mortgage  on  im¬ 
proved  or  partially  improved  farm  land,  and  loans  are 
repayable  by  semi-annual  installments  for  periods  not 
exceeding  forty  years.  The  privilege  is  granted  a  bor¬ 
rower  of  prepaying  any  number  of  payments  on  principal 
at  any  semi-annual  payment  date  after  five  years. 
When  mortgaged  land  is  sold  between  one  and  five  years 
from  the  date  of  a  mortgage,  the  entire  debt  may  be 
prepaid  by  an  additional  sum  equal  to  %  of  1  per  cent 
of  such  unpaid  principal. 

Besides  authorizing  the  making  of  loans  for  the  pur¬ 
chase  of  equipment  and  live  stock,  to  provide  buildings 
and  other  improvements,  and  to  pay  off  existing  debts, 
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the  Minnesota  law  aims  to  encourage  the  man  with  little 
capital  to  become  a  farm  owner  by  permitting  the  bureau 
to  make  loans  for  part  payment  of  the  purchase  price 
of  improved  farm  land  providing  the  vendor  will  take 
a  second  mortgage  for  the  unpaid  balance  of  the  pur¬ 
chase  price.  For  all  these  purposes  loans  may  be  ad¬ 
vanced  up  to  60  per  cent  of  the  appraised  value  of  the 
land  plus  33 Ys  per  cent  of  the  appraised  value  of  the 
improvements  thereon;  provided  that  the  value  of  such 
improvements  does  not  exceed  half  the  value  of  the  land 
and  are  in  no  case  worth  more  than  $8,000.  Loans  can 
be  made  in  sums  ranging  from  $500  to  $15,000,  but  only 
to  farmers  who  are  actually  engaged  in  cultivating  or 
developing  the  land  mortgaged. 

Funds  for  loans  are  provided  by  the  issue  and  sale 
of  bonds  payable  by  the  state  of  Minnesota.  They  may 
bear  interest  not  to  exceed  5  per  cent  a  year,  can  not  be 
sold  at  less  than  par,  and  the  total  amount  outstanding 
at  any  time  must  not  exceed  $40,000,000.  The  bureau 
may  also  issue  certificates  of  indebtedness  and  tax  levy 
certificates  to  pay  the  interest  on  outstanding  bonds 
if  at  any  time  there  is  insufficient  money  in  the  rural 
credits  fund  for  this  purpose.  The  issue  of  certificates 
of  indebtedness  is  limited  to  $500,000.  Tax  levy  certifi¬ 
cates  can  be  issued  “if  at  any  time  there  is  insufficient 
money  in  the  rural  credits  fund  to  pay  any  bonds  or 
certificates  of  indebtedness  at  maturity,  or  interest  upon 
bonds  or  certificates,  and  which  cannot  otherwise  be  paid 
under  the  limitations  of  this  act,”  but  only  in  an  amount 
sufficient  to  cover  such  deficiency.  All  mortgages  taken 
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by  the  state  and  all  securities  issued  by  it  are  exempt 
from  all  forms  of  state,  county,  and  municipal  taxation. 

The  rate  of  interest  charged  borrowers  on  loans  is 
regulated  by  the  rate  paid  by  the  state  on  its  bonds,  the 
law  providing  that  "the  bureau  shall  charge  not  less 
than  one-fourth  of  1  per  cent  nor  more  than  three-fourths 
of  1  per  cent  interest  above  the  interest  rate  paid  by 
the  state  for  money  borrowed,  treating  premiums  re¬ 
ceived  on  sale  of  bonds  as  a  reduction  of  the  interest 
rate.”  A  borrower  also  pays  all  the  ordinary  costs  of 
procuring,  recording,  and  carrying  a  loan,  but  may  fur¬ 
nish  either  an  abstract  of  title  or  proper  evidence  of 
ownership  under  the  Torrens  system.  On  defaulted  pay¬ 
ments  on  a  loan  and  on  taxes,  judgments,  assessments, 
liens  and  insurance  paid  by  the  state,  a  borrower  has 
to  pay  7  per  cent  a  year.  Mortgages  in  default  must 
be  foreclosed  promptly  and  always  within  six  months, 
unless  the  bureau  believes  that  an  extension  of  time  of 
not  more  than  one  year  will  result  in  a  borrower  remov¬ 
ing  such  default  and  placing  such  loan  in  good  standing. 

The  legislature  appropriated  $200,000  for  the  estab¬ 
lishment  and  maintenance  of  this  system  of  rural  credits. 
On  September  4, 1923,  the  bureau  reported  that  one  issue 
of  bonds  had  been  sold,  but  that  no  loans  had  actually 
been  closed  up  to  that  time. 

MONTANA 

By  chapter  124  of  the  session  laws  of  1917,  the  Mon¬ 
tana  board  of  land  commissioners  was  authorized  to  lend 
the  permanent  educational  funds  of  the  state  in  first 
mortgages  on  good  improved  farm  land  within  the  state. 
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Loans  can  only  be  made  up  to  two-fifths  of  the  actual 
cash  value  of  the  lands,  to  be  secured  by  a  first  mort¬ 
gage  which  may  run  for  not  less  than  three  nor  more 
than  ten  years.  The  rate  of  interest  is  6  per  cent  a  year 
payable  annually.  When  loans  are  made  for  ten  years, 
the  borrower  is  given  the  option  after  three  years  of  pay¬ 
ing  off  at  any  interest  date  10  per  cent  of  the  principal 
or  any  multiple  thereof.  The  board  may  also  permit 
the  full  payment  of  a  mortgage  at  any  time  prior  to 
maturity. 

Farm  lands  offered  as  security  for  loans  are  to  be 
appraised  by  a  state  agent.  While  an  applicant  is  re¬ 
quired  to  furnish  an  abstract  of  title  at  his  own  expense, 
“he  shall  not  be  required  to  pay  any  other  of  the  expenses 
whatever  in  connection  with  the  examination  and  ap¬ 
praisement  of  said  lands,  or  the  making  of  said  loan,” 
but  all  such  expenses  are  to  be  paid  by  the  state.  In 
case  of  default  in  any  of  the  conditions  of  a  mortgage, 
the  same  may  be  foreclosed  and  the  farm  sold  to  the 
highest  bidder  but  not  for  less  than  the  amount  due  plus 
all  costs  and  expenses  incurred.  No  fees  can  be  collected 
by  any  county  officer  for  recording,  releasing  or  satisfy¬ 
ing  a  mortgage,  for  the  institution  of  actions  of  fore¬ 
closure,  or  on  sales  of  lands  under  foreclosure  proceedings. 

When  applications  are  on  file  in  excess  of  the  amount 
of  funds  available,  the  board  may  sell  and  assign  any 
mortgages  and  notes  it  holds  on  farm  lands.  This  money 
is  to  be  used  for  making  additional  farm  loans.  The 
board  is  also  authorized  to  appoint  an  appraiser  whose 
duty  it  is  to  examine  once  a  year  each  farm  or  tract  on 
which  the  state  has  made  a  loan  and  report  the  condition 
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of  such  lands  and  the  manner  in  which  they  are  being 
farmed. 

Since  many  provisions  of  the  act  are  left  more  or  less 
indefinite,  the  state  board  of  land  commissioners  is  given 
authority  to  adopt  such  rules  and  regulations  as  are 
deemed  necessary  for  carrying  out  the  law.  Among  the 
rules  promulgated  by  the  board  are:  (1)  That  each 
applicant  shall  deposit  with  his  application  the  sum  of 
$10  to  be  used  for  defraying  any  necessary  expenses 
incurred  in  perfecting  title  to  the  lands  offered  as  security. 
Any  balance  remaining  is  returned  to  the  applicant  if 
a  loan  is  granted,  but  the  entire  deposit  is  returned  if 
for  any  reason  a  loan  is  rejected.  (2)  That  loans  may 
be  made  either  to  persons  or  corporations  in  sums  rang¬ 
ing  from  $500  to  $10,000.  (3)  That  the  money  obtained 
from  the  state  may  be  used  to  pay  present  incumbrances, 
if  any,  on  the  land  securing  the  loan. 

At  the  close  of  1922,  Montana  had  in  force  2,280  farm 
loans  made  from  the  permanent  school  fund  aggregating 
$4,565,123. 


NORTH  DAKOTA 

On  February  25,  1919,  the  governor  of  North  Dakota 
approved  a  bill  which  established  a  system  of  banking 
operated  by  the  state.  The  banking  institution  for 
carrying  out  this  law  was  designated  as  the  Bank  of 
North  Dakota. 

The  act  provides  that  one  of  the  functions  of  the  Bank 
of  North  Dakota  shall  be  “to  make  loans  to  any  indi¬ 
vidual,  association  or  private  corporation  secured  by 
duly  recorded  first  mortgages  on  real  estate  in  the  state 
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of  North  Dakota  in  amounts  not  to  exceed  one-half  the 
value  of  the  security.”  Such  mortgages  are  to  be  repaid 
on  an  amortization  plan,  and  loans  may  run  from  five 
to  thirty  years.  The  rate  of  interest  on  loans  is  made 
flexible  and  is  determined  by  including  “the  interest  rate 
on  the  last  series  of  real-estate  loan  bonds  issued  by 
the  state  and  a  charge  for  administration  and  surplus 
at  a  rate  not  to  exceed  1  per  cent  a  year.”  The  privilege 
is  accorded  the  borrower  of  making  advance  payments 
on  his  debt,  or  the  payment  of  the  entire  principal,  at 
any  regular  installment  date. 

The  plain  intent  of  the  real-estate  provisions  of  the 
law  is  to  encourage  the  making  of  state  loans  on  farms 
rather  than  on  city  property.  This  is  shown  by  two 
facts:  (1)  One  purpose  expressed  in  section  1  of  the 
act  is  that  “of  encouraging  and  promoting  agriculture”; 
and  (2)  that  special  provisions  are  incorporated  for 
aiding  borrowers  in  case  of  crop  failure. 

The  latter  feature  of  the  law  is  worth  noting.  It  is 
provided  that,  if  a  mortgagor’s  reasonable  income  is 
reduced  by  crop  failure  to  one-half,  then  all  payments 
on  his  mortgage  may  be  extended  for  one  year  on  condi¬ 
tion  that  such  further  annual  payment  shall  be  made 
on  the  installments  as  will  pay  the  interest,  with  interest 
thereon,  for  the  years  for  which  no  payments  were  made. 
The  industrial  commission  determines  whether  or  not  a 
farmer  is  entitled  to  an  extension  of  time  on  his  debt. 

The  capital  of  the  Bank  of  North  Dakota  was  fixed 
at  $2,000,000  to  be  derived  from  the  sale  of  bonds.  The 
real-estate  loans  by  the  banks  are  restricted  to  30  per 
cent  of  its  capital  and  20  per  cent  of  deposits.  Addi- 
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tional  funds  for  farm  mortgage  loans  are  to  be  procured 
by  the  sale  of  state  bonds.  On  October  1, 1922,  the  bank 
had  sold  $6,000,000  of  bonds.  Under  an  amendment  to 
the  law,  “the  bank  is  now  entitled  to  issue  and  sell 
$10,000,000  more  bonds  for  the  purpose  of  making  farm 
mortgage  loans.”  The  bonds  are  sold  in  the  eastern 
market  around  5  per  cent. 

During  the  first  twenty-eight  months  of  the  system’s 
operation,  the  bank  loaned  $2,725,400  at  6^2  per  cent 
interest  as  compared  with  $3,363,950  loaned  during  the 
first  nine  months  of  1922  at  6  per  cent  interest.  The 
amortization  of  the  principal  of  every  loan  is  at  the  rate 
of  V/z  per  cent  a  year. 

OKLAHOMA 

By  constitutional  provision,  Oklahoma  sells  the  school 
lands  of  the  state  to  actual  farm  settlers  at  their  ap¬ 
praised  value,  the  price  to  be  amortized  in  forty  years 
at  5  per  cent  interest  a  year.  The  state  then  lends  the 
permanent  school  fund  to  these  and  other  farmers  for 
a  term  of  five  years,  the  interest  being  5  per  cent  a  year 
also. 

In  1919  a  law  was  passed  which  provided  for  state 
aid  in  behalf  of  home  ownership.  Under  this  law  the 
state  lends  50  per  cent  of  the  purchase  price  from  the 
permanent  school  funds  with  interest  at  5  per  cent  a 
year;  then  from  a  special  appropriation  the  state  lends 
the  nominal  owner  any  balance  desired  up  to  the  other 
full  50  per  cent  of  the  value  of  the  property,  to  be  amor¬ 
tized  in  forty  years  at  an  interest  rate  of  5  per  cent  a 
year. 
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As  to  the  home  ownership  law  approved  in  1919,  the 
governor  reports  that  it  is  rather  in  the  nature  of  an 
experiment.  Only  two  loans  had  been  made  in  each 
county  to  April  1,  1922.  “In  most  instances,”  he  adds, 
“it  seems  to  be  a  success,  though  we  have  had  some 
failures.”  On  the  same  date  the  amount  of  loans  made 
to  farmers  from  the  permanent  school  fund  totaled  more 
than  $18,000,000. 


OREGON 

Oregon  has  adopted  two  methods  of  making  loans  on 
farm  mortgage  security,  namely,  from  the  state’s  educa¬ 
tional  funds  established  as  early  as  1859,  and  from  a 
special  rural  credits  loan  fund  authorized  by  constitu¬ 
tional  amendment  on  November  7,  1916. 

The  educational  funds. 

The  general  statutes  of  Oregon  provide  for  the  creation 
of  a  state  land  board  to  control  the  sale  of  school,  univer¬ 
sity,  and  agricultural  college  lands  and  to  invest  the 
funds  arising  therefrom.  These  funds  were  to  be  invested 
primarily  in  real-estate  mortgages,  while  any  surplus 
remaining  for  which  there  was  no  demand  for  loans 
could  be  invested  in  bonds  issued  by  school  districts. 

While  the  general  statutes  do  not  differentiate  the 
term  “real  estate”  into  rural  and  urban  properties,  as 
a  matter  of  fact  loans  have  been  made  largely,  if  not 
entirely,  on  farm  lands.  The  latter  are  specially  defined 
in  the  statutes  as  “lands  acquired  by  deed,  gift,  operation 
of  law,  or  by  the  foreclosure  of  mortgages  taken  to 
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secure  loans  from  the  school,  college,  university,  or  other 
funds.” 

The  law  provides  for  making  loans  on  mortgage  se¬ 
curity  at  6  per  cent  interest  payable  semi-annually  on 
the  first  day  of  January  and  July  of  each  year,  the 
appraised  value  of  the  land  to  be  “not  less  than  thrice 
the  value  of  the  amount  loaned,  exclusive  of  perishable 
improvements,”  and  for  a  period  of  one  year.  All  ex¬ 
penses  of  land  appraisal  and  examination  of  title  are 
borne  by  the  applicant.  If  the  interest  on  a  loan  is 
promptly  paid  and  the  security  remains  unimpaired, 
the  loan  may  be  continued  but  not  for  a  longer  period 
than  ten  years.  If  more  than  one  year’s  interest  on  a 
loan  is  due  and  unpaid,  or  if  the  farm  becomes  an  inade¬ 
quate  security  for  the  money  loaned,  a  mortgage  may 
be  foreclosed  and  bought  in  by  the  state  land  board  but 
at  a  price  not  to  exceed  the  total  amount  of  the  state’s 
claim. 

The  report  of  the  state  land  board  for  the  period 
October  1,  1920,  to  September  30,  1922,  shows  that 
there  had  been  loaned  on  first  mortgage  security  on  farm 
lands  from  the  public  school  fund  $6,438,310;  from  the 
agricultural  college  fund  $167,326;  and  from  the  state 
university  fund  $79,445— a  total  of  $6,685,081. 

The  rural  credits  loan  fund. 

Article  XI  of  the  constitution  of  Oregon  was  amended 
in  1916  to  permit  the  credit  of  the  state  to  be  loaned 
on  first  mortgage  security  on  farm  lands  and  an  indebt¬ 
edness  to  be  incurred  to  an  amount  not  to  exceed  2  per 
cent  of  the  assessed  valuation  of  all  property  in  the 
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state,  and  this  amendment  was  made  effective  by  special 
act  of  the  legislature  approved  February  21, 1917.  Under 
the  direction  of  the  state  land  board  funds  are  procured 
by  the  issue  and  sale  of  bonds  in  denominations  of  $25, 
$100,  $500,  and  $1,000  which  have  a  maturity  period  not 
exceeding  thirty-six  years,  bear  interest  at  4  per  cent 
a  year,  “and  are  exempt  from  all  taxes  levied  by  the 
state  of  Oregon  or  any  of  its  subdivisions.”  Ten  per 
cent  of  the  bonds  issued  each  year  may  be  redeemed  at 
par  after  five  years  and  ten  years,  respectively,  in  the 
order  of  their  issuance. 

Loans  may  be  made  from  the  rural  credits  loan  fund 
in  sums  ranging  from  $200  to  $5,000  and  up  to  50  per 
cent  of  the  appraised  value  of  the  land  if  not  exceeding 
$50  an  acre.  In  arriving  at  such  valuation,  water  rights 
appurtenant  to  the  land  are  taken  into  consideration. 
If  applications  exceed  the  funds  available,  preference 
must  be  given  to  loans  not  exceeding  $2,000.  Each  appli¬ 
cant  has  to  pay  an  initial  charge  of  1  per  cent  of  the 
loan  granted,  the  minimum  charge  being  $10  to  cover 
the  cost  of  appraisal  and  examination  of  title.  If  a 
smaller  sum  is  granted  than  is  applied  for,  or  if  a  loan 
is  rejected,  any  balance  remaining  after  the  cost  to  the 
state  has  been  deducted  is  refunded  to  the  applicant. 
To  be  eligible  for  a  loan,  an  applicant  must  be  occupying 
and  operating  the  land  mortgaged. 

The  period  of  loans  is  from  ten  to  thirty-six  years, 
repayable  by  amortization  in  annual  or  semi-annual 
installments,  “but  any  debtor  may  liquidate  any  part 
or  all  of  his  indebtedness  in  amounts  of  $50  or  multiples 
thereof  upon  any  amortization  payment  date.”  The  rate 


200  Farm  Credits  in  the  United  States  and  Canada 

of  interest  on  loans  is  placed  at  5  per  cent,  except  that 
“in  case  any  series  of  farm  credit  bonds  is  sold  at  an 
average  of  less  than  par,  the  board  may  charge  upon 
such  farm  loans  as  are  made  from  the  proceeds  of  the 
series  so  sold  below  par  a  rate  of  interest  in  excess  of 
5  per  cent,  but  which  shall  not  exceed  by  more  than  1 
per  cent  the  rate  which  the  state  must  pay  for  the  funds 
actually  obtained  from  the  disposal  of  its  said  bonds.” 

The  purpose  for  which  loans  may  be  granted  are  prac¬ 
tically  those  enumerated  in  the  Federal  Farm  Loan  Act 
and  are  “intended  to  increase  the  productivity  of  such 
lands  or  add  to  their  value  as  a  farm  home.”  If  a  loan 
is  used  for  purposes  other  than  those  stated  in  the  appli¬ 
cation,  or  if  a  farm  is  leased  to  any  person  not  fulfilling 
the  aforesaid  conditions  and  purposes,  the  state  land 
board  may  require  a  borrower  to  repay  his  loan  on  six 
months’  notice. 

All  surplus  earnings  from  the  system  of  farm  mortgage 
credit  established  by  Oregon  become  “the  rural  credits 
reserve  fund”  which  can  be  loaned  only  on  farm  lands 
the  same  as  the  rural  credits  loan  fund.  The  interest 
accruing  from  loans  from  the  reserve  fund  becomes  part 
of  that  fund  “which  shall  be  irreducible  except  that  it 
may  be  drawn  upon  to  reimburse  the  state  for  loss 
incurred  in  the  administration  of  said  system  of  rural 
credits.” 

To  carry  out  the  provisions  of  this  constitutional 
amendment,  the  legislature  appropriated  the  sum  of 
$5,000  but  on  condition  that  it  should  be  repaid  as  soon 
as  possible  from  surplus  funds  accruing  from  the  state’s 
■system  of  rural  credits.  The  twenty-fifth  biennial  report 
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of  the  state  land  board  shows  that  the  loans  on  farm 
mortgage  security  from  the  rural  credits  loan  fund  from 
October  1,  1918,  to  September  30,  1920,  amounted  to 
$449,585.  The  report  to  September  30,  1922,  shows 
first  mortgage  loans  on  farms  amounting  to  $426,511. 
This  is  a  reduction  in  amount  of  loans  outstanding  during 
the  last  two  years  due  in  part  to  the  fact  that  there  were 
two  more  satisfactions  of  mortgages  than  additional 
loans,  and  also  to  the  fact  that  twelve  mortgages  became 
subject  to  foreclosure. 

SOUTH  DAKOTA 

Chapter  14  of  the  political  regulations  of  the  state  of 
South  Dakota,  as  amended  in  1917  and  1919,  provides 
for  the  establishment  of  a  system  of  farm  mortgage 
credit.  The  purpose  of  this  special  legislation  is  to 
encourage  agriculture,  dairying,  live-stock  raising,  and 
the  development  and  improvement  of  farm  lands.  The 
system  is  controlled  and  managed  by  a  rural  credit  board 
of  five  members. 

The  purposes  for  which  loans  can  be  made  follow 
almost  identically  the  language  of  the  Federal  Farm 
Loan  Act.  The  security  of  loans  is  a  first  mortgage  on 
farm  lands.  They  are  made  on  the  amortization  plan 
only  with  interest  payable  annually  or  semi-annually, 
and  have  a  period  ranging  from  five  to  thirty  years,  with 
the  privilege  extended  to  a  borrower  of  making  addi¬ 
tional  payments  on  his  mortgage  after  five  years  at  any 
interest-paying  date.  On  application  of  a  borrower,  “the 
board  may  provide  in  the  mortgage  for  the  payment  of 
interest  only  during  the  first  five  years  and  thereafter 
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for  the  payment  of  both  interest  and  principal  on  the 
amortization  plan.”  When  liens  or  assessments  already 
exist  on  the  land  for  drainage,  reclamation,  or  irriga¬ 
tion  purposes,  but  are  not  due  at  the  time  of  making  a 
loan,  the  lien  taken  by  the  state  is  to  be  deemed  a  first 
mortgage  providing  that  the  board  has  taken  into  con¬ 
sideration  the  amount  of  such  liens  or  assessments  in 
determining  the  sum  that  shall  be  loaned  on  such  farm 
lands. 

Loans  may  be  made  up  to  70  per  cent  of  the  appraised 
value  of  the  land  plus  40  per  cent  of  the  value  of  the 
insured  improvements  thereon  providing  they  do  not 
exceed  50  per  cent  of  the  value  of  the  land  or  have  a 
value  of  more  than  $5,000,  but  in  no  case  can  a  loan 
be  granted  “in  excess  of  the  average  assessed  valuations 
for  the  three  preceding  years  as  ascertained  from  the 
county  auditor.”  A  re-appraisal  may  be  obtained  at 
any  time  and  an  additional  loan  be  granted  when  the 
valuations  warrant  it.  Loans  can  only  be  made  to 
farmers  who  cultivate  their  own  farms  and  for  any 
amount  between  $500  and  $10,000.  As  a  penalty  for 
delinquencies,  a  borrower  is  charged  8  per  cent  a  year 
on  defaulted  payments  of  interest  and  principal,  and 
also  on  taxes,  liens,  judgments,  assessments  or  insurance 
lawfully  assessed  against  the  mortgaged  land  and  paid 
by  the  state.  The  board,  however,  is  given  authority 
to  declare  a  mortgage  due  and  payable  at  once  if  loans 
are  used  for  purposes  other  than  those  specified  in  the 
application  or  if  a  borrower  is  in  default  in  respect  to 
any  condition  or  covenant  of  his  mortgage.  In  case  of 
foreclosure  proceedings,  the  land  may  be  bought  in  by 
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the  rural  credit  board  but  at  a  price  not  less  than  the 
indebtedness  accrued  thereon  with  interest  at  the  rate 
of  not  less  than  5  per  cent  a  year  until  sold. 

Funds  are  derived  for  making  loans  by  the  sale  of 
state  bonds  issued  for  $25,  $50,  $100,  $500,  $1,000,  or 
in  higher  denominations.  They  run  for  specified  periods 
not  less  than  twenty  years,  are  subject  to  prior  payment 
and  retirement,  and  bear  a  rate  of  interest  fixed  by  the 
rural  credit  board.  In  case  there  are  not  sufficient  funds 
in  the  treasury  at  any  time  to  pay  the  interest  when  due 
on  bonds  or  the  principal  of  bonds  at  maturity,  the  state 
tax  commission  is  authorized  to  levy  a  special  tax  on 
all  property  to  pay  interest  and  principal  of  bonds. 
Moreover,  the  installments  on  mortgage  loans  can  not 
be  diverted  to  any  other  purpose  than  the  payment  of 
money  borrowed  by  the  state  for  maintaining  the  farm 
mortgage  credit  system,  except  that  the  board  may  invest 
the  proceeds  in  first  mortgage  farm  loans  when  not  re¬ 
quired  for  the  immediate  payment  of  interest  or  principal 
of  the  bonds.  The  mortgages  and  bonds  are  exempted 
from  all  general  taxes,  from  state,  county,  municipal, 
and  mortgage  registration  tax,  and  from  the  state  income 
tax. 

A  borrower  must  furnish  to  the  rural  credit  board 
proper  evidence  of  title  either  under  the  Torrens  system 
or  by  abstract  of  title  at  his  own  expense  and  has  to 
pay  for  recording  his  mortgage  and  other  papers  con¬ 
nected  with  the  loan  which  may  be  recorded. 

The  law  provides  for  building  up  a  reserve  fund 
through  the  difference  between  the  rate  of  interest  paid 
by  the  state  for  money  borrowed  and  the  interest  received 
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by  the  state  on  farm  mortgage  loans.  In  determining 
and  fixing  the  rate  of  interest  to  the  borrower,  not  less 
than  %  of  1  per  cent  nor  more  than  IV2  per  cent  a  year 
may  be  added  to  the  rate  of  interest  paid  on  the  state’s 
rural  credit  bonds.  Moreover,  all  sums  received  in  fore¬ 
closure  proceedings  in  excess  of  the  amount  actually  due 
the  state  are  to  be  added  to  the  reserve  fund.  The 
salaries  of  officers  and  employees  of  the  rural  credit 
board  and  all  its  expenses  are  paid  from  the  reserve  fund. 

Like  the  Federal  Farm  Loan  Act,  the  rural  credit  law 
of  South  Dakota  has  been  contested  in  the  courts  to 
determine  its  constitutionality,  but  the  supreme  court 
of  the  state  decided  that  the  amendments  in  question 
were  regularly  and  lawfully  passed  and  were  enacted 
in  accordance  with  the  state’s  constitutional  provisions. 

A  statement  from  the  rural  credit  commissioner  of 
South  Dakota  covering  the  period  from  July  1,  1917, 
to  January  1,  1922,  shows  that  8,582  loans  had  been 
made  from  the  rural  credit  fund  amounting  to  $34,646,- 
850.  By  July  1, 1922,  the  number  of  loans  had  increased 
to  9,575  and  the  amount  loaned  to  $37,901,150.  The 
net  mortgage  loans  in  force  were  $35,942,183. 

UTAH 

The  compiled  laws  of  Utah  provide  for  the  establish¬ 
ment  of  a  state  board  of  land  commissioners  among 
whose  functions  is  that  of  investing  various  state  funds 
derived  from  the  sale  of  public  lands.  Besides  certain 
prescribed  state  bonds,  notes  and  warrants,  the  board  or 
the  state  land  commissioner  may  invest  these  funds  in 
first  mortgages  on  improved  farm  lands  within  the  state. 
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Likewise,  for  the  encouragement  of  irrigation  farming, 
a  special  land-grant  fund  was  established.  This  fund 
consists  of  all  moneys  derived  from  the  sale  of  500,000 
acres  of  land  set  aside  for  the  establishment  of  permanent 
water  reservoirs  for  irrigation  purposes.  The  state  land 
commissioner  is  authorized  to  lend  this  fund  to  corpora¬ 
tions  or  associations  for  the  construction  or  completion 
of  reservoirs  for  agricultural  purposes  at  a  rate  of  interest 
not  to  exceed  5  per  cent  a  year.  Loans  made  for  this 
purpose  must  also  be  secured  by  a  first  lien  on  improved 
real  estate  or  established  water  rights  up  to  40  per  cent 
of  the  cash  value  of  such  securities  at  the  time  the  loan 
is  made.  One-tenth  of  the  principal  of  any  loan,  to¬ 
gether  with  the  accrued  interest,  has  to  be  repaid  to  the 
reservoir  land-grant  fund  on  the  last  day  of  December 
each  year  until  the  loan  is  repaid. 

Under  rules  and  regulations  prescribed  by  the  state 
land  commissioner,  loans  may  be  made  on  improved 
farms  for  periods  ranging  from  one  to  five  years  in  an 
amount  not  exceeding  50  per  cent  of  their  appraised 
value  exclusive  of  improvements,  and  at  6  per  cent  a 
year  payable  semi-annually.  At  any  time  after  one 
year  from  the  date  of  a  loan,  it  may  be  paid  in  full  or 
any  amount  may  be  paid  thereon  but  in  sums  not  less 
than  $100  or  any  multiple  thereof.  Interest  at  8  per 
cent  a  year  is  charged  on  the  principal  of  loans  past 
due  except  when  renewal  applications  have  been  filed, 
and  at  10  per  cent  a  year  on  interest  due  and  unpaid 
from  the  date  due  to  the  date  of  payment.  “Applicants 
for  loans  must  pay  the  expense  of  examining  the  lands, 
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investigating  the  title,  abstractor’s  fees,  and  any  other 
expense  incurred  in  making  said  loan.” 

Loans  may  be  renewed  by  writing  the  amount  of  the 
old  debt  into  the  new  mortgage.  “If  at  any  time  the 
interest  is  not  paid  at  the  end  of  a  six  months’  interest 
period,  a  penalty  interest  of  8  per  cent  on  the  principal 
shall  be  charged  from  due  date  of  interest  until  paid. 
In  all  cases  where  extension  is  granted  on  principal 
payment  the  rate  shall  be  8  per  cent  a  year.” 

The  biennial  report  of  the  state  board  of  land  com¬ 
missioners  for  the  years  1919  and  1920  gives  some  inter¬ 
esting  facts  regarding  the  mortgage  loans  on  farms  in 
Utah  from  these  funds.  From  1896,  when  the  board 
began  to  make  loans,  to  November  30,  1916,  a  period 
of  twenty  years,  the  board  made  1,364  farm  loans  ag¬ 
gregating  $2,190,418,  an  average  of  $1,606  for  each  loan. 
During  the  four  succeeding  years,  from  December  1, 
1916,  to  November  30,  1920,  the  board  granted  1,200 
loans  amounting  to  $3,956,905,  an  average  of  $3,297  for 
each  loan.  During  the  two  years  covered  by  the  report, — 
that  is,  from  December  1,  1918,  to  November  30,  1920,— 
the  board  placed  511  loans  aggregating  $1,658,725,  an 
average  of  $3,246  for  each  loan.  These  figures  show 
that  in  the  last  four  years  for  which  the  data  are  given 
the  board  had  loaned  on  farms  $1,766,487  more  than 
during  the  preceding  twenty  years,  or  an  increase  of 
80  per  cent  in  one-fifth  of  the  time.  The  averages  show 
that  the  farmers  of  Utah  who  have  borrowed  from  the 
state  in  the  four  later  years  have  more  than  doubled 
the  debt  on  their  farms  as  compared  with  the  preceding 
twenty-year  period. 
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While  as  a  general  principle  a  greater  increase  of 
indebtedness  on  farms  can  not  be  regarded  as  a  hopeful 
sign,  nevertheless  the  state  board  of  land  commissioners 
reports  that  the  number  of  foreclosure  proceedings  insti¬ 
tuted  for  the  collection  of  principal  or  interest  due  on 
farm  loans  has  been  so  small  as  to  be  almost  negligible 
considering  the  number  of  loans  involved.  This  is  pos¬ 
sibly  due  to  the  fact  that  in  Utah  foreclosure  proceedings 
by  the  state  are  resorted  to  only  when  no  other  recourse 
is  available.  If  interest  is  not  paid  promptly  when  due 
a  penalty  is  imposed,  so  that  no  loss  occurs  to  the  state 
by  reason  of  delay  in  the  payment  of  interest.  These 
first  mortgage  loans  on  improved  farms  at  6  per  cent 
interest  are  said  to  have  proved  of  great  benefit  to 
farmers  in  Utah  and  have  become  so  popular  by  reason 
of  the  little  expense  and  low  rate  of  interest  that  applica¬ 
tions  have  been  filed  far  in  excess  of  the  funds  available. 

The  farm  loans  completed  during  the  years  1921-1922 
numbered  431  for  a  total  of  $1,391,735;  the  investments 
on  November  30,  1922,  totaled  $6,021,786. 

WYOMING 

The  state  legislature  of  Wyoming  passed  a  law,  ap¬ 
proved  February  22,  1921,  providing  for  the  lending  of 
certain  state  funds  on  farm  mortgages.  The  purpose 
of  the  act  was  to  foster  and  encourage  agriculture,  dairy¬ 
ing  and  live-stock  raising,  and  the  development  and 
improvement  of  farm  lands.  The  system  is  placed  under 
the  control  of  a  farm  loan  board  of  five  members. 

Loans  can  only  be  made  on  first  mortgage  security. 
They  may  be  repaid  either  by  the  entire  amount  on  a 
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certain  date,  in  several  payments,  or  on  an  amortization 
plan  by  installments  payable  annually  or  semi-annually 
in  not  less  than  five  nor  more  than  thirty  years.  Addi¬ 
tional  payments  for  part  or  all  of  a  mortgage  may  be 
made  after  five  years  on  any  interest  date,  or  a  loan 
may  be  paid  in  full  at  any  time  by  the  payment  of  ninety 
days’  advance  interest.  The  board  may  grant  a  borrower 
the  privilege  of  paying  interest  only  during  the  first 
five  years  and  thereafter  of  defraying  both  interest  and 
principal  on  the  amortization  plan. 

Loans  may  also  be  made  on  farm  lands  subject  to 
liens  or  assessments  for  drainage,  reclamation  or  irriga¬ 
tion  purposes,  or  subject  to  government  charges  and 
liens  under  federal  reclamation  projects.  The  security 
given  for  a  loan  on  these  farm  lands  is  deemed  a  first 
mortgage  notwithstanding  prior  liens,  charges  or  assess¬ 
ments  if  the  board  has  taken  all  liens  into  consideration 
in  determining  the  amount  to  be  loaned  on  such  farm 
lands. 

The  statement  of  the  purposes  for  which  loans  shall 
be  made  follows  the  language  of  the  Federal  Farm  Loan 
Act.  Loans  are  limited  to  40  per  cent  of  the  appraised 
value  of  the  land,  but  in  no  case  can  a  loan  be  made  in 
excess  of  60  per  cent  of  the  average  assessed  valuations 
for  the  three  preceding  years  as  ascertained  from  the 
county  assessor’s  office.  The  limits  of  loans  are  $500  to 
$5,000  and  the  rate  of  interest  6  per  cent  a  year.1  No 

’Reduced  to  5  per  cent  a  year  by  amendment  in  1923.  The 
new  law  also  raised  the  maximum  limit  of  loans  to  $15,000,  but 
this  latter  provision  was  construed  by  the  state  attorney-general 
as  not  having  been  the  law  as  it  passed  the  House  and  Senate 


State  Systems  oj  Farm  Mortgage  Credit  209 

one  can  borrow  who  is  not  at  the  time,  or  shortly  to 
become,  engaged  in  the  cultivation  and  development  of 
the  land  mortgaged.  On  defaulted  payments,  as  well  as 
for  taxes,  liens,  judgments,  assessments  or  insurance  paid 
by  the  state,  a  borrower  is  charged  at  the  rate  of  8  per 
cent  a  year  until  paid.  Foreclosure  proceedings  may  be 
begun  at  any  time  for  default  of  interest  or  principal  on 
a  loan  or  for  the  non-payment  of  any  taxes,  judgments, 
assessments,  or  liens.  At  the  option  of  the  board,  a  loan 
may  be  declared  due  and  payable  at  once  if  a  borrower 
uses  his  loan  for  any  purpose  other  than  that  specified 
in  his  application,  if  he  is  in  default  in  any  covenant  of 
his  mortgage,  if  he  or  his  heirs  or  assigns  abandon  the 
farm  for  a  year,  or  if  the  farm  for  any  reason  is  deemed 
an  inadequate  security  for  the  loan. 

Each  applicant  must  deposit  with  the  board  an  initial 
fee  sufficient  to  cover  the  estimated  cost  of  inspection, 
appraisal,  and  other  necessary  expenses,  any  unexpended 
portion  of  the  fee  to  be  returned  to  the  applicant;  and, 
as  is  customary  in  such  cases,  the  borrower  has  to  furnish 
an  abstract  of  title  and  pay  for  recording  the  mortgage 
and  other  papers  connected  with  his  loan. 

All  mortgages,  real  estate,  and  other  property  owned 
by  the  board  in  conducting  the  business  of  making  loans 
on  farms  are  exempt  from  state,  county,  and  municipal 
taxes. 

The  money  for  making  farm  mortgage  loans  by  Wyo- 

and,  therefore,  would  be  held  that  it  would  not  become  law  if 
the  question  should  be  submitted  to  the  Supreme  Court  of 
Wyoming.  Because  of  this  opinion  of  the  attorney-general,  no 
effort  will  be  made  during  the  next  two  years  to  make  loans  in 
excess  of  85,000. 
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ming  was  limited  by  the  legislature  to  $1,000 ,00c)1  and 
is  used  from  the  common  school  permanent  land  fund. 
In  case  of  foreclosure  proceedings,  all  sums  collected  in 
excess  of  the  amounts  actually  due  the  state  are  to  be 
paid  into  this  fund  and  become  a  part  of  it. 

The  farm  loan  board  of  Wyoming  began  operations  on 
July  1,  1921.  The  total  amount  loaned  for  the  first 
fifteen  months,  that  is  to  the  close  of  September,  1922, 
was  $346,450.  The  small  amount  of  loans  made  is 
probably  due  to  the  fact  that  Wyoming  is  not  a  great 
agricultural  state  and  caution  has  to  be  used  in  granting 
loans.  This  fact  is  particularly  emphasized  by  the  farm 
loan  commissioner  in  his  first  biennial  report,  who  says: 

“If  the  law  is  to  be  a  success,  great  caution  must  be 
used  in  making  loans  on  newly  patented  lands,  the  great 
majority  of  which  are  abandoned  prior  to  or  soon  after 
patent,  and  the  value  of  which  lands  is  uncertain.  The 
theory  of  the  law  is  not  to  load  the  state  up  with  great 
areas  of  land  through  foreclosure,  but  to  make  loans  on 
permanent-going,  income-producing  farms  and  ranches, 
thereby  insuring  safety,  income,  and  a  revolving  fund 
which  can  be  loaned  again  and  again.  The  requirements 
that  the  borrower  must  have  the  fee  title,  that  the  land 
must  possess  an  assessed  value  for  at  least  three  years, 
and  that  loans  be  limited  to  60  per  cent  of  the  average 
assessed  valuation  for  three  years  are  in  the  interest 
of  safety,  income,  and  good  administration  and  should 
not  be  modified  or  repealed.” 

1  Increased  by  amendment  in  1923  to  $2,500,000,  to  be  loaned 
out  in  proportion  to  the  assessed  valuation  of  the  farm  and 
ranch  lands  in  the  respective  counties  of  the  state. 


CHAPTER  XII 


VARIOUS  SYSTEMS  OF  FARM  MORTGAGE 

CREDIT 

The  foregoing  chapter  sets  forth  the  systems  of  farm 
mortgage  credit  established  by  various  states.  It  gave 
in  outline  not  only  the  main  features  of  the  laws  enacted, 
but  also  the  results  of  those  systems  insofar  as  they 
have  provided  mortgage  credit  for  farmers. 

The  legislatures  of  the  respective  states  provided  for 
the  establishment  and  operation  of  systems  of  rural 
credits  which  were  deemed  to  be  best  adapted  to  the 
development  of  the  types  of  agriculture  carried  on 
within  their  own  borders.  However,  this  positive  list 
is  confined  to  reports  on  only  twelve  of  the  forty-eight 
states.  The  other  thirty-six  states  as  yet  have  provided 
no  general  system  of  mortgage  credit  for  their  farmers. 

Many  states,  however,  have  not  been  without  interest 
in  rural  credits.  This  interest  has  taken  various  forms, 
but  chiefly  in  the  way  of  supervision  over  corporations 
which  make  farm  mortgage  loans.  A  questionnaire  sent 
out  by  the  Federal  Farm  Loan  Board  brought  replies 
which  showed  that  both  governors  and  state  legislators 
were  awakening  to  the  importance  of  providing  some 
form  of  state  aid  in  behalf  of  agriculture.  The  return 
of  thousands  of  ex-service  men  from  the  fields  of  conflict 
in  Europe  increased  the  interest  in  land  settlement 
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schemes  as  an  expression  of  patriotism  and  emphasized 
the  need  of  credit  aid  for  the  settlers.  California,  par¬ 
ticularly  in  its  corporate  rather  than  in  its  political 
capacity,  provided  a  limited  system  of  state  aid  in 
behalf  of  land  settlement  and  rural  credits  which  is  well 
worthy  of  brief  consideration  before  presenting  the  essen¬ 
tial  features  of  various  corporate  farm  mortgage  credit 
systems. 


California's  system  of  farm  credits 

By  an  act  of  the  legislature,  approved  June  1,  1917, 
California  entered  on  a  new  policy  of  land  settlement 
for  landless  persons.  This  is  more  than  an  ordinary 
financial  credit  system.  It  is  rather  a  land  and  credit 
plan  combined  for  farm  laborers,  farmers,  small  groups 
of  men,  and  colony  settlements  of  limited  size.  The 
system  as  a  whole  is  more  or  less  of  a  land  and  credit 
experiment  by  which  equipped  farms  and  laborers’  allot¬ 
ments  are  practically  loaned  by  the  state  to  borrowers. 

The  act  authorized  the  land  settlement  board  to  acquire 
on  behalf  of  the  state  by  purchase,  gift,  or  the  right  of 
eminent  domain  all  necessary  lands,  water  rights,  canals, 
ditches,  dams,  reservoirs,  and  rights  of  way  for  roads. 
As  corporate  trustees  for  the  state,  the  board  is  given 
power  to  improve  and  subdivide  any  tract  of  land  so 
acquired  into  areas  suitable  for  farms  and  farm  laborers’ 
allotments,  and  to  prepare  any  or  all  parts  of  such  land 
for  irrigation  and  cultivation. 

In  the  case  of  a  farm  unit,  the  maximum  value  of  the 
land,  without  improvements,  is  not  to  exceed  $15,000. 
The  value  of  the  land  on  a  farm  laborer’s  allotment  is 
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not  to  exceed  $1,000,  but  on  which  the  board  may  erect 
a  cottage  and  install  a  domestic  water  supply  at  a  com¬ 
bined  cost  not  to  exceed  $800.  On  a  farm  unit  the  board 
may  seed,  plant  and  fence  the  land,  may  erect  buildings 
thereon  and  make  other  necessary  improvements  at  a 
total  cost  not  to  exceed  $1,500. 

To  be  eligible  to  purchase  a  farm  unit  or  laborer’s 
allotment,  an  applicant  must  be  a  citizen  of  the  United 
States  or  about  to  become  naturalized,  and  who  has  been 
approved  by  the  land  settlement  board.  Only  one  farm 
unit  or  laborer’s  allotment  will  be  sold  to  any  one  person 
and  then  only  providing  he  does  not  become  the  holder 
by  such  purchase  of  agricultural  land  or  of  possessory 
rights  to  farm  land  in  excess  of  the  value  of  $15,000, 
who  is  prepared  to  enter  on  the  actual  occupation  of 
the  land  acquired  within  six  months,  and  who  has  satis¬ 
fied  the  board  as  to  his  or  her  fitness  to  cultivate  and 

develop  the  land  successfully. 

The  selling  prices  of  these  prepared  farms  and  farm 
laborer’s  allotments  are  fixed  by  the  land  settlement 
board.  They  must  be  so  calculated  “as  to  return  to  the 
state  the  original  cost  of  the  land,  together  with  a  suffi¬ 
cient  sum  added  thereto  to  cover  all  expenses  and  costs 
of  surveying,  improving,  subdividing,  and  selling  such 
lands,  including  the  payment  of  interest,  and  all  costs 
of  engineering,  superintendence,  and  administration, 
including  the  cost  of  operating  any  works  built,  directly 
chargeable  to  such  land,  and  also  the  price  of  so  much 
land  as  shall  on  subdivision  be  used  for  roads  and  other 
public  purposes,  and  also  such  sum  as  shall  be  deemed 
necessary  to  meet  unforeseen  contingencies. 
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To  become  a  farm  or  allotment  owner  on  one  of  Cali¬ 
fornia’s  land  settlements,  each  approved  applicant  is 
required  to  pay  in  cash  5  per  cent  of  the  price  of  the 
land  and  not  less  than  10  per  cent  of  the  cost  of  the 
improvements.  An  applicant  may  also  be  required  to 
apply  for  a  loan  of  the  federal  land  bank  ‘'for  an  amount 
to  be  fixed  by  the  board,  and  shall  pay  to  the  board 
the  amount  of  any  loan  so  made  as  a  partial  payment 
on  such  land  and  improvements.”  The  balance  due  the 
board  on  the  land  is  to  be  paid  off  by  amortization  for 
periods  not  exceeding  forty  years  with  interest  at  5  per 
cent  a  year  payable  annually  or  semi-annually;  while 
the  amount  due  on  improvements  is  to  be  paid  off  within 
twenty  years  under  the  same  plan  and  rate  of  interest. 
Each  settler,  however,  has  the  privilege  of  paying  any 
or  all  installments  on  his  debt  to  the  board  on  any  install¬ 
ment  date.  No  allotment  can  be  transferred,  assigned, 
mortgaged,  or  sublet  in  whole  or  in  part,  without  the 
consent  of  the  board  given  in  writing,  until  a  settler  has 
paid  for  it  in  full.  In  the  event  that  a  purchaser  fails 
to  comply  with  any  of  the  terms  of  his  contract,  the 
board  may  cancel  the  agreement.  In  that  case  the 
purchaser  forfeits  all  rights  thereto  and  all  payments 
theretofore  made  are  to  be  deemed  as  rent  paid  for 
occupancy. 

Actual  residence  on  any  allotment  must  commence 
within  six  months  from  the  date  of  approval  of  the  appli¬ 
cation  and  is  to  continue  for  at  least  eight  months  in 
each  calendar  year  for  not  less  than  ten  years  unless 
prevented  by  illness  or  some  other  cause  satisfactory 
to  the  board.  In  case  any  farm  allotment  is  returned 
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to  the  state  and  is  resold,  the  time  of  residence  of  the 
preceding  purchaser  may  be  credited  to  the  subsequent 
purchaser  at  the  discretion  of  the  board. 

The  original  law  provided  for  an  appropriation  of 
$260,000,  of  which  the  sum  of  $10,000  was  to  pay  admin¬ 
istrative  expenses  until  other  funds  became  available 
from  the  sale  of  lands.  The  installments  on  loans  paid 
by  settlers  are  returned  to  the  land  settlement  fund 
to  become  available  under  the  same  conditions  as  the 
original  appropriation. 

By  amendment  to  the  law  in  1919,  the  sum  of  $1,000,- 
000  was  appropriated,  but  in  expectation  that  it  will  be 
returned  to  the  state  within  fifty  years  at  4  per  cent  a 
year  interest  out  of  the  profits  of  the  land  settlement 
system. 

This  sum  of  money,  however,  proved  insufficient  for 
California’s  land  settlements  as  planned.  Consequently, 
an  act  of  the  legislature  was  approved  on  June  3,  1921, 
which  proposed  the  creation  of  a  state  debt  by  the 
issuance  and  sale  of  bonds  to  the  amount  of  $3,000,000. 
This  act  was  submitted  to  the  people  of  California  for 
ratification  at  the  election  held  in  November,  1922,  but 
was  rejected  by  a  small  majority.  This  evidently  indi¬ 
cates  that  the  public  thinks  the  state  has  gone  far  enough 
in  the  experiment  of  lending  farms. 

The  bonds  issued  under  the  land  settlement  act  of 
1921  are  in  $1,000  denomination,  can  be  sold  only  at 
public  auction,  but  not  below  par,  to  the  highest  bidder 
for  cash,  and  the  rate  of  interest,  which  can  in  no  case 
exceed  6  per  cent  a  year,  is  determined  by  a  special  state 
finance  committee  in  accordance  with  the  current  money 
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rates.  The  bonds  constitute  a  valid  and  binding  obliga¬ 
tion  on  the  state  of  California,  and  a  sufficient  sum  is 
appropriated  annually  out  of  the  treasury  to  pay  interest 
and  principal  thereon  as  either  becomes  due  and  payable. 
A  certain  number  of  bonds  of  each  issue  must  be  specified 
to  mature  annually  and  numerically  after  five  years, 
which  is  the  minimum  period  of  maturity,  the  maximum 
being  forty-five  years.  The  act  itself  is  declared  irre- 
pealable  until  the  principal  and  interest  of  all  bonds  are 
fully  paid. 

Under  the  land  settlement  act  of  California,  the  first 
settlement  was  established  near  Durham,  Butte  County, 
in  1918.  The  state  purchased  6,300  acres  of  land,  pre¬ 
pared  it  for  irrigation,  cut  it  up  into  farms  varying  in 
size  from  nine  to  300  acres  and  in  value  from  $48.50  to 
$235  an  acre,  seeded  nearly  2,000  acres  of  the  land,  and 
sold  more  than  one  hundred  ready-made  farms  and 
twenty-six  laborers’  allotments  to  settlers  and  farm 
workers. 

A  second  settlement  was  established  at  Delhi,  Merced 
County,  in  1920.  The  state  purchased  8,600  acres  of 
land,  divided  it  up  into  farms  and  farm  workers’  allot¬ 
ments  to  accommodate  in  all  about  400  families.  It  was 
settled  in  sections  as  the  farms  were  prepared.  The  last 
subdivision  was  offered  for  sale  on  November  1,  1922, 
and  there  were  enough  applications  on  hand  at  that  time 
to  indicate  that  all  farms  and  allotments  would  be  taken. 

The  results  of  these  two  state  settlements  as  announced 
September  1,  1922,  were  that  out  of  147  families  at 
Durham  only  thirteen  settlers  had  sold  their  farms  and 
only  eight  of  these  left  the  settlement;  while  at  Delhi 
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seventeen  had  sold  their  farms  but  that  216  families 
were  still  living  on  land  where  not  a  single  landowner 
was  living  two  years  before. 

STATE  SYSTEMS  FOR  EX-SERVICE  MEN 

The  United  States  is  the  only  English-speaking  coun¬ 
try  in  the  world  which  has  not  passed  special  legislation 
for  helping  ex-service  men  to  become  farmers.  While 
such  legislation  has  been  proposed  in  a  number  of  states, 
so  far  as  can  be  ascertained,  the  legislatures  of  Arizona, 
California,  and  South  Dakota  are  the  only  ones  which 
acted  favorably  on  the  proposition.1 

The  efforts  which  have  been  put  forth  relate  primarily 
to  the  settlement  of  able-bodied  persons  on  the  land. 
A  movement  has  been  started,  however,  to  train  the 
injured  ex-service  men  in  different  lines  of  the  agricul¬ 
tural  industry  in  expectation  that  sooner  or  later,  by 
means  of  government  aid,  they  may  become  established 
on  the  land  as  independent  farmers.  It  will  be  advisable, 
therefore,  to  consider  briefly  and  separately  these  two 
aspects  of  a  single  subject. 

Aid  for  the  able-bodied. 

From  a  study  of  existing  land  settlement  laws,  it  is 
evident  that  they  are  all  based  on  the  California  land 
settlement  act  as  amended  in  1919.  At  that  time  many 

1  Besides  the  three  states  mentioned,  Colorado,  Idaho,  Kansas, 
Maine,  Missouri,  Montana,  Nevada,  New  Mexico,  North  Carolina, 
Oregon,  Tennessee,  Utah,  Washington,  and  Wyoming  passed 
laws  to  provide  the  land  if  reimbursed  for  its  price  either  by  the 
soldier  settlers  or  by  the  federal  government. 
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soldiers  were  returning  from  Europe,  and  it  was  deemed 
an  opportune  time  to  enact  legislation  that  would  enable 
those  ex-service  men  who  preferred  an  outdoor  life  to 
take  up  agriculture  as  a  calling.  However,  it  was  felt 
they  would  not  be  able  to  do  this  without  some  form 
of  state  aid  and  legislation  was  formulated  with  this 
object  in  view. 

California  was  already  in  the  field  with  a  land  settle¬ 
ment  for  landless  people  established  at  Durham  in  1918, 
and  the  new  legislation  in  that  state,  approved  May  24, 
1919,  merely  broadened  the  scope  of  the  land  settlement 
act  of  1917  in  order  “to  provide  employment  and  rural 
homes  for  soldiers,  sailors,  marines  and  others  who  have 
served  with  the  armed  forces  of  the  United  States  in 
the  European  war  or  other  wars  of  the  United  States, 
including  former  American  citizens  who  served  in  allied 
armies  against  the  central  powers  and  have  been  repatri¬ 
ated,  and  who  have  been  honorably  discharged.” 

In  selling  farms  or  laborers’  allotments,  either  as  an 
independent  state  matter  or  in  cooperation  with  the  duly 
authorized  representatives  of  the  United  States  govern¬ 
ment  and  other  public  corporations  or  agencies  generally, 
the  California  law  requires  that  preference  be  given  to 
soldiers,  sailors,  and  marines.  The  particular  aim  of 
this  legislation  was  to  encourage  agriculture  among  a 
class  of  men  who  had  become  accustomed  to  an  outdoor 
life  during  the  European  war.  So  far  as  their  possession 
of  capital  was  concerned,  most  of  them  had  to  be  classed 
as  landless.  Hence  they  fitted  in  very  well  with  those 
in  behalf  of  whom  the  first  California  legislation  was 
enacted,  and  the  original  law  required  little  or  no  modi- 
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fication  as  to  the  capital  requirements  of  individuals 
who  desired  to  acquire  a  farm  or  a  farm  laborer’s  allot¬ 
ment  or  as  to  the  terms  and  conditions  of  loans  for  such 
applicants.  The  foregoing  outline,  therefore,  of  Califor¬ 
nia’s  land  settlement  act  practically  embodies  all  the 
provisions,  with  one  or  two  exceptions,  of  the  other  state 
laws  specially  enacted  in  behalf  of  ex-service  men. 

The  Arizona  law,  for  example,  limits  the  value  of  the 
land  on  a  farm  unit  to  $7,500  and  of  a  worker’s  allotment 
to  $1,000.  The  minimum  capital  requirements  of  each 
applicant  are  fixed  at  5  per  cent  on  both  land  and  im¬ 
provements,  and  no  one  is  eligible  who,  when  purchase 
is  made,  would  become  the  owner  of  agricultural  land 
which,  together  with  the  improvements  and  equipment, 
would  exceed  a  value  of  $10,000.  The  penalty  on  de¬ 
faulted  taxes  is  10  per  cent  a  year.  This  act  was  legally 
effective  June  9,  1921,  but  no  attempt  has  been  made 
to  put  it  into  operation  for  the  reason  that  it  has  been 
deemed  by  the  state’s  executive  to  be  unworkable. 

It  is  somewhat  different  in  the  case  of  South  Dakota. 
The  law  is  limited  to  farm  settlers  only.  The  value  of 
the  farms  prepared  for  sale  or  the  amount  of  money  that 
can  be  loaned  to  any  one  person  is  $10,000.  The  first 
mortgage  may  be  held  by  the  South  Dakota  Rural  Credit 
Board  or  by  the  federal  land  bank  of  the  district,  the 
land  settlement  board  taking  a  second  mortgage  for  its 
loans  to  settlers.  In  addition  to  a  mortgage  as  security 
on  land,  improvements  and  equipment,  the  state  must 
have  a  first  lien  on  all  crops  and  grains  grown  on  the 
farm  “for  the  payment  of  any  investment  of  interest, 
principal,  taxes  or  assessments  due,  or  to  become  due, 
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during  the  calendar  year  in  which  such  crop  is  raised.” 
A  purchaser  must  be  prepared  to  pay  in  cash  not  less 
than  10  per  cent  of  the  sale  price  of  the  farm  or  tract 
and  20  per  cent  of  the  cost  of  improvements  made  and 
equipment  furnished.  The  balance  on  the  land  is  amor¬ 
tized  within  thirty  years,  on  improvements  within  ten 
years,  and  on  personal  property  within  five  years,  at 
a  rate  of  interest  not  less  than  %  nor  more  than  l1/} 
per  cent  a  year  above  the  rate  actually  paid  by  the  board. 

The  original  law  provided  for  an  appropriation  of 
$100,000  to  be  used  by  the  land  settlement  board  for 
the  payment  of  salaries,  expenses  and  equipment;  and 
it  authorized  an  issue  of  $1,000,000  of  tax-exempt  state 
bonds,  with  a  maturity  of  ten  years,  for  the  purchase 
of  land,  the  establishment  of  farms,  and  the  making  of 
loans,  but  limiting  the  time  for  purchasing  property  or 
lending  money  to  January  1,  1922.  By  special  act  of 
the  legislature  in  1921,  the  bond  issue  was  increased 
$1,000,000  more  and  the  time  extended  to  July  1,  1923. 

The  land  settlement  board  of  South  Dakota  has  pur¬ 
chased  1,600  acres  of  land  in  Todd  County  which  it  is 
preparing  as  a  settlement  proposition  after  the  California 
plan  at  Durham.  To  December  1,  1920,  the  board  had 
also  made  116  loans  to  ex-service  men  for  $261,500  on 
second  trust  security,  the  total  loans  on  the  farms  being 
for  $557,200.  K 

Aid  for  the  disabled. 

While  the  foregoing  relates  to  the  efforts  made  by  a 
few  states  in  behalf  of  the  settlement  of  uninjured  ex- 
service  men  on  the  land,  no  special  legislation  has  been 
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passed  up  to  the  present  time  to  provide  a  credit  system 
for  injured  or  disabled  ex-service  men,  many  of  whom 
are  receiving  education  and  training  in  some  branch  of 
agriculture.  About  10,000  disabled  ex-service  men  are 
receiving  agricultural  training  under  the  direction  of 
the  United  States  Veterans’  Bureau.  A  bill  was  intro¬ 
duced  in  Congress  at  its  last  session  which  aimed  to 
provide  credit  aid  for  this  class  of  men  to  enable  them 
to  become  established  as  farmers,  but  that  bill  failed 
to  reach  final  legislative  enactment. 

In  the  meantime  the  states  of  Arizona,  Idaho,  Mon¬ 
tana,  Nevada,  New  Mexico,  Utah,  and  possibly  others 
have  approved  legislation  to  cooperate  with  the  federal 
government  in  case  Congress  shall  provide  some  plan 
in  the  future  for  furnishing  credit  to  rehabilitated  ex- 
service  men  who  take  up  farming  as  a  means  of  liveli¬ 
hood.  Under  the  circumstances,  however,  it  is  likely 
that  a  long  time  may  yet  elapse  before  any  definite 
program  is  developed  in  furtherance  of  farm  mortgage 
credit  for  disabled  trainees  in  agriculture. 

SUPERVISION  OF  FARM  MORTGAGE  COMPANIES 

While  many  states  have  not  passed  legislation  pro¬ 
viding  for  the  lending  of  funds  to  farmers  on  mortgage 
security,  the  replies  to  a  questionnaire  sent  out  by  the 
Federal  Farm  Loan  Bureau  indicate  that  many  states 
are  alive  to  the  importance  of  the  subject.  It  is  very 
probable  that  the  constitutions  of  many  states  would 
have  to  be  amended,  as  reported  by  Florida  and  Wis¬ 
consin,  before  any  state  farm  mortgage  credit  system 
could  be  legally  established.  Some  states  have  already 
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made  progress  in  that  direction.  Kansas,  a  great  agri¬ 
cultural  state,  has  already  voted  to  change  the  consti¬ 
tution  for  that  purpose;  and  the  Wisconsin  legislature 
passed  a  law  which  enables  the  counties  to  issue  and 
sell  bonds  for  raising  funds  with  which  to  make  farm 
mortgage  loans.  These  instances  show,  at  least,  an  in¬ 
creasing  tendency  toward  establishing  some  form  of  rural 
credits  under  state  supervision,  and  they  are  steps  in 
advance  of  those  states  which  have  not  passed  such 
legislation.  The  states  reporting  supervision  over  farm 
mortgage  companies  are  Massachusetts  and  Wisconsin. 
There  may  be  others,  but  they  have  not  reported  on  this 
aspect  of  the  subject. 

It  may  be  stated  that  the  Massachusetts  farm  loan 
bank  law,  reported  by  the  commissioner  of  agriculture 
as  having  been  repealed  by  the  legislature  when  the 
Federal  Farm  Loan  Act  was  passed,  undoubtedly  refers 
to  the  act  passed  April  28, 1914,  as  amendatory  of  Chap¬ 
ter  419,  Massachusetts  Laws  of  1909.  That  amendment 
provided  for  farm  mortgage  credit  by  enlarging  the 
powers  of  credit  unions,  but  not  for  lending  state  funds 
to  farmers.  Massachusetts  has  not  enacted  such  a  law. 
The  lending  of  money  to  farmers  by  rural  credit  unions, 
which  were  local  organizations  of  farmers,  had  previously 
been  limited  by  law  to  short-time  loans  on  personal  and 
chattel  security.  The  act  of  1914  permitted  the  credit 
unions  to  lend  money  on  first  mortgages  on  farm  lands, 
at  5  per  cent  interest,  and  on  the  amortization  plan  of 
repayment  up  to  forty  years.  The  function  of  the  state 
over  these  credit  unions  was  strictly  supervisory. 

The  local  credit  unions,  however,  did  not  make  much 
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progress  in  either  personal  or  mortgage  loans  to  farmers. 
When  the  Federal  Farm  Loan  Act  was  passed,  the  Massa¬ 
chusetts  law  relating  to  credit  unions  became  practically 
unnecessary  so  far  as  farm  mortgage  loans  were  con¬ 
cerned.  Hence,  when  the  state  commissioner  of  agricul¬ 
ture  reports  that  the  law  was  repealed,  that  completes 
the  legislative  story.  Nevertheless,  Massachusetts  really 
took  a  backward  step  in  repealing  a  rural  credits  law 
already  in  existence,  even  though  that  law  only  provided 
for  state  supervision  over  local  organizations  of  farmers 
whose  mortgage  loans  were  very  limited  both  in  number 
and  amount. 

The  director  of  immigration  reported  that  the  state 
of  Wisconsin  “has  provided  for  a  close  supervision  of 
private  corporations  engaged  in  the  business  of  purchas¬ 
ing  mortgages  from  settlers  and  regularly  organized 
colonization  companies.” 

The  reports  from  the  most  important  of  these  com¬ 
panies  now  in  operation  show  that  considerable  progress 
is  being  made  in  land  settlement  and  mortgage  credit. 
On  March  1,  1922,  one  company  with  headquarters  at 
Eau  Claire  reported  having  made  191  farm  mortgage 
loans  amounting  to  $416,000  and  covering  12,270  acres 
of  land  on  which  settlers  had  actually  located  during 
the  preceding  three  years.  The  State  Land  Mortgage 
Association  of  Marinette  also  reports  that  it  had  made 
eighty-one  farm  mortgage  loans  amounting  to  $250,000. 
These  mortgages  are  on  cut-over  lands  which  are  being 
developed  into  farms  by  new  settlers  in  that  locality. 

These  two  land  mortgage  associations  are  incorporated 
under  section  2024  of  the  Wisconsin  Land  Mortgage 
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Association  Law  as  amended  in  1919,  which  provides 
that  the  capital  stock  of  any  such  association  shall  not 
be  less  than  $20,000. 

Two  other  similar  mortgage  companies  are  being  or¬ 
ganized  to  develop  cut-over  lands.  The  capital  stock 
of  the  company  being  organized  in  Clark  County  is 
held  entirely  by  bankers  who  propose  to  pool  their  mort¬ 
gages  through  a  land  mortgage  association  in  order  that 
amortization  loans  can  be  made  to  farmers  who  are 
developing  new  land. 

MORTGAGE  CREDIT  FOR  JEWISH  FARMERS 

Today  few  persons  think  of  the  people  of  Israel  as 
farmers.  Yet  there  are  thousands  of  Jewish  farmers 
in  the  United  States  at  the  present  time.  In  fact,  they 
are  not  only  growing  in  numbers,  but  they  are  practically 
the  only  class  who  are  being  carefully  trained  and  finan¬ 
cially  assisted  to  establish  themselves  as  farmers  with 
private  endowments.  A  study  of  farm  mortgage  credit 
systems,  therefore,  would  be  incomplete  without  a  brief 
outline  of  the  movement  which  has  been  going  on  for 
many  years  for  the  purpose  of  relieving  city  congestion 
and  encouraging  Jews  to  take  up  farming. 

As  a  matter  of  fact,  the  Jews  were  practically  the 
leaders  in  the  problem  of  financial  aid  in  behalf  of  sys¬ 
tematized  rural  credits  in  the  United  States  and  Canada. 
There  are  three  endowments  and  organizations  whose 
efforts  along  these  lines  are  well  worthy  of  brief  mention. 

The  Baron  de  Hirsch  fund. 

An  outbreak  of  persecution  against  the  Jews  in  Russia 
in  1889  and  1890  caused  Baron  de  Hirsch  of  England 
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to  establish  a  fund  having  for  its  broad  purpose  the 
settlement  of  unfortunate  members  of  his  own  race  in 
countries  where  they  could  live  unmolested  from  religious 
bigotry  and  political  oppression.  To  carry  out  his  plans 
more  successfully  than  he  could  do  it  as  an  individual, 
there  was  organized  in  September,  1891,  as  an  English 
corporation,  the  Jewish  Colonization  Association  with  a 
capital  of  £2,000,000,  all  of  which  was  subscribed  by 
Baron  de  Hirsch. 

Foreseeing  likewise  the  importance  of  the  United 
States  in  becoming  a  country  of  refuge  for  his  people, 
he  offered  to  establish  a  special  fund  of  $2,400,000,  the 
income  from  which  was  to  be  applied  in  improving  the 
condition  of  Jewish  immigrants.  As  a  result  of  this 
offer,  the  Baron  de  Hirsch  fund  was  incorporated  under 
the  laws  of  the  state  of  New  York  on  February  12,  1891, 
and  trustees  were  appointed  to  administer  its  income. 
With  subsequent  gifts  from  his  widow,  this  fund  was 
increased  to  about  $3,000,000.  The  aims  of  those  ad¬ 
ministering  this  fund  covered  almost  every  field  of  eco¬ 
nomic  and  social  activities  tending  to  educate,  encourage, 
and  aid  Jewish  immigrants  to  become  self-supporting 
and  self-respecting  American  citizens.  Farming  and 
agricultural  instruction  at  first  formed  only  a  small  part 
of  the  broad  and  comprehensive  program  of  this  new 
financial  endowment. 

With  the  establishment  of  the  Baron  de  Hirsch  fund, 
the  movement  toward  agriculture  among  the  Jews  took 
on  a  new  lease  of  life.  Its  agricultural  efforts  assumed 
three  forms:  (1)  The  founding  in  1891  and  its  mainte¬ 
nance  thereafter  of  the  Jewish  settlement  at  Woodbine, 
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New  Jersey;  (2)  agricultural  instruction  along  various 
lines;  and  (3)  the  organization  of  the  Jewish  Agricultural 
and  Industrial  Aid  Society.  Practically  all  the  work  of 
the  Baron  de  Hirsch  fund  in  aid  of  agricultural  develop¬ 
ment,  including  rural  credits,  is  now  done  through  this 
society. 

The  Jewish  Agriculturists’  Aid  Society  of  America. 

The  first  real  attempt  to  make  loans  to  farmers  from 
private  funds  on  a  business  basis  was  that  of  the  Jewish 
Agriculturists’  Aid  Society  of  America.  This  society, 
although  it  was  not  incorporated  until  the  year  1900, 
was  organized  in  Chicago  by  Rabbi  A.  R.  Levy  on 
October  28,  1888,  for  the  purpose  of  helping  poor  Jews 
to  locate  on  farms.  At  first  this  society  had  no  perma¬ 
nent  funds,  but  depended  entirely  on  subscriptions  and 
friends  to  furnish  money  when  needed  for  specific  loans. 
In  this  manner  about  seventy  Jewish  families  were  aided 
to  settle  on  farms  in  the  middle  western  states  and  in 
North  Dakota.  The  aggregate  amount  loaned  to  these 
families  was  over  $35,000. 

As  the  number  of  applicants  for  loans  kept  increasing, 
it  was  soon  realized  that  it  would  be  advisable  to  have 
a  permanent  loan  fund.  The  society,  therefore,  was 
incorporated  in  1900  and  issued  and  sold  “certificates 
of  credit”  in  denominations  of  $10  and  upward.  These 
certificates  paid  3  per  cent  interest  and  were  redeemable 
after  ten  years.  The  fund  raised  in  this  manner  could 
only  be  loaned  to  Jewish  farmers.  The  expense  of 
carrying  on  the  work  was  defrayed  by  voluntary  con- 
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tributions,  donations,  and  membership  dues  of  $10  a 
year. 

Even  this  plan  did  not  provide  sufficient  funds  for 
lending  purposes,  and  assistance  was  sought  of  the  Jewish 
Agricultural  and  Industrial  Aid  Society  of  New  York. 
Between  the  years  1900  and  1909  this  society  took  over 
sixty-three  loans  aggregating  $30,703,  in  order  that  the 
Chicago  society  might  have  ready  funds  for  extending 
its  work.  The  New  York  society  also  placed  at  its 
disposal  various  amounts  for  granting  farm  mortgage 
loans  as  its  agent.  According  to  the  last  report  issued 
by  the  Jewish  Agriculturists’  Aid  Society  in  1908,  it 
had  a  membership  of  413  and  the  certificates  of  credit 
in  circulation  amounted  to  $47,215.  In  the  twenty  years 
from  1888  to  1908  it  had  assisted  financially  or  otherwise 
more  than  400  Jewish  families  to  settle  on  farms.  There¬ 
after  the  work  of  the  society  began  to  wane  for  lack  of 
funds.  In  1913  the  New  York  society  set  up  a  branch 
office  in  Chicago  which  took  over  and  administered 
twenty-six  loans  from  the  Chicago  organization.  The 
report  of  the  New  York  society  for  1922  shows  that 
those  twenty-six  loans  are  still  being  administered  by 
that  organization. 

The  Jewish  Agricultural  and  Industrial  Aid  Society} 

As  has  already  been  seen,  the  aims  of  the  Baron  de 
Hirsch  fund  necessitated  a  multiplicity  of  economic  and 
financial  activities,  among  them  being  the  encourage- 

1  Name  changed  in  1922  to  “The  Jewish  Agricultural  Society, 
Inc.,”  because  the  industrial  features  of  its  work  had  been  largely 
abandoned. 
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ment  of  agriculture.  In  order  to  bring  the  strictly  agri¬ 
cultural  work  to  a  higher  degree  of  efficiency,  it  was 
deemed  advisable  after  a  few  years  to  entrust  this  very 
important  task  to  a  distinct  organization.  Accordingly, 
on  February  19, 1900,  the  Jewish  Agricultural  and  Indus¬ 
trial  Aid  Society  of  New  York  was  incorporated.  All 
agricultural  matters  hitherto  conducted  under  the  Baron 
de  Hirsch  fund  were  immediately  turned  over  to  this 
new  organization.  The  funds  of  the  society  were  con¬ 
tributed  in  part  by  the  English  Jewish  Colonization 
Association  and  in  part  by  the  American  Baron  de  Hirsch 
fund.  As  a  matter  of  fact,  therefore,  all  the  farm  mort¬ 
gage  loans  made  by  the  Jewish  Agricultural  and  Indus¬ 
trial  Aid  Society  are  derived  from  the  private  generosity 
of  Baron  de  Hirsch  and  his  widow.  These  two  endow¬ 
ments  contributed  about  $70,000  a  year  each  for  the 
work  of  the  New  York  society  up  to  the  time  of  the 
European  war.  Then  the  English  subsidy  ceased  and 
has  not  been  renewed.  This  leaves  the  American  Baron 
de  Hirsch  fund  the  only  donor  at  the  present  time  with 
its  contribution  of  about  $70,000  a  year. 

Among  the  objects  expressed  in  this  society’s  articles 
of  association  were:  “The  encouragement  and  direction 
of  agriculture  among  Jews,  residents  of  the  United  States, 
principally  immigrants  from  Russia,  Roumania,  and 
Galicia;  the  removal  of  such  persons  dwelling  in  the 
crowded  sections  of  cities  to  agricultural  and  industrial 
districts,  and  provision  for  their  temporary  support.” 

Here,  then,  was  a  clear-cut  statement  that  one  object 
sought  was  relief  of  city  congestion  by  the  encourage¬ 
ment  of  farm  life  among  the  Jews.  In  fact,  the  work 
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of  the  removal  of  immigrants  from  the  congested  eastern 
seaboard  cities  to  rural  districts,  which  was  begun  in 
1901,  was  first  intrusted  to  the  Industrial  Removal  Office, 
a  branch  of  the  society.  In  1903  this  work  was  placed 
under  a  special  committee  and,  in  1907,  it  became  an 
entirely  distinct  organization  for  this  one  purpose.  Since 
1907  the  work  of  the  Jewish  Agricultural  and  Industrial 
Aid  Society  has  been  essentially  agricultural,  and  it  has 
become  the  strongest  influence  in  the  United  States  in 
the  development  of  agriculture  by  Jews.  It  was  this 
society  which  established  a  system  of  farm  mortgage 
credit  by  means  of  private  endowments  at  least  sixteen 
years  before  Congress  passed  the  Federal  Farm  Loan 
Act  and  still  longer  before  many  of  the  states  had  taken 
similar  measures  in  behalf  of  their  own  farmers. 

CONDITIONS  AND  EXTENT  OF  LOANS 

While  the  economic  and  political  conditions  which 
brought  into  existence  the  Jewish  Agricultural  and  Indus¬ 
trial  Aid  Society  were  such  as  to  justify  and  almost 
demand  a  considerable  element  of  philanthropy,  the 
fact  remains  that  its  farm  mortgage  loans  were  made 
mainly  on  strict  business  principles.  An  excellent  sum¬ 
mary  of  the  terms  and  conditions  of  such  loans  was  set 
forth  in  a  pamphlet  issued  in  1912  by  Leonard  G.  Rob¬ 
inson,  who  was  at  that  time  the  manager  of  the  society. 
A  few  sentences  from  that  pamphlet  read  as  follows: 

“The  fundamental  activity  of  the  Jewish  Agricultural 
and  Industrial  Aid  Society  is  the  rendering  of  financial 
assistance  to  those  desiring  to  become  farmers  and  to 
enable  those  who  are  already  on  the  farm  to  maintain 
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their  foothold.  This  financial  assistance  consists  of  the 
granting  of  loans  for  the  purchase  of  the  farm,  for  equip¬ 
ment,  or  other  urgent  needs.  The  rate  of  interest  charged 
is  4  per  cent,  and  the  principal  is  repayable  in  easy 
installments.  .  .  .  The  society  loans  up  to  75  per  cent 
of  the  value  of  the  farm,  although  in  special  cases  it 
has  loaned  even  beyond  the  farm  value.” 

It  will  be  seen  from  the  foregoing  statement  that  farm 
mortgage  loans  were  originally  made  by  this  organiza¬ 
tion  at  4  per  cent  interest  and  that  the  principal  was 
repayable  in  easy  installments — that  is,  on  the  amortiza¬ 
tion  plan.  The  element  of  gratuitous  aid,  which  was 
expressed  in  the  low  rate  of  4  per  cent  interest,  has  since 
been  partly  removed  by  an  increase  in  the  interest  rate 
on  loans  to  5  per  cent.  This  is  now  the  uniform  rate  of 
this  society  except  in  a  few  special  cases  in  which  6  per 
cent  a  year  is  charged.  The  terms  of  repayment  are 
arranged  so  as  to  come  within  a  borrower’s  ability  to 
meet  them  within  a  given  period — on  an  average  about 
ten  years.  There  is  no  doubt,  therefore,  that  in  the 
matter  of  farm  mortgage  credit  the  Jews  practiced  the 
fundamental  principles  of  the  federal  farm  loan  system 
long  before  many  states  or  the  federal  government 
enacted  legislation  on  this  subject. 

The  past  and  present  extent  of  farm  mortgage  loans 
made  by  the  Jewish  Agricultural  and  Industrial  Aid 
Society  is  shown  in  Table  XIII  on  the  opposite  page. 

The  difference  between  loans  granted  and  those  closed 
is  due  to  the  fact  that  some  loans  are  rescinded  or  car¬ 
ried  over  to  the  following  year.  Thus,  in  1922  there 
were  forty-one  loans  rescinded  aggregating  $32,925  and 
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Table  XIII. — Distribution  and  amount  of  loans  to  J ewish  farmers 


from  1900  to  1922 


State 

Loans  granted 

No.  of 
Farmers 

*+-<  2 
o  Q 

Loans  closed 

No. 

Amount 

6  « 

£  ^ 

No. 

Amount 

Alabama . 

1 

$250.00 

1 

1 

1 

$250.00 

Arkansas . 

1 

400.00 

1 

1 

1 

400.00 

California . 

7 

3,675.00 

7 

5 

6 

2,675.00 

Colorado . 

17 

13,662.00 

13 

13 

15 

11,662.00 

Connecticut . 

1614 

936,240.53 

1395 

1127 

1474 

833,384.77 

Delaware . 

59 

32,575.00 

60 

41 

53 

25,475.00 

Florida . 

6 

2,205.00 

6 

5 

5 

2,005.00 

Georgia . 

5 

1,600.00 

3 

4 

5 

1,300.00 

Idaho  . 

1 

500.00 

1 

1 

1 

500.00 

Illinois . 

24 

20,400.00 

24 

21 

18 

18,250.00 

Indiana . 

72 

41,814.00 

63 

55 

66 

38,814.00 

Maryland . 

12 

13,300.00 

24 

20 

12 

10,750.00 

Massachusetts . .  . 

325 

194,042.36 

286 

224 

289 

169,788.56 

Michigan 

369 

242,241.50 

308 

290 

343 

223,841.50 

Minnesota . 

3 

2,550.00 

3 

3 

2 

1,300.00 

Missouri . 

10 

3,900.00 

8 

8 

6 

2,600.00 

Montana . 

24 

20,450.00 

21 

20 

20 

16,250.00 

Nebraska . 

17 

12,500.00 

15 

15 

16 

12,100.80 

New  Hampshire. 

10 

4,365.00 

12 

8 

9 

4,165.00 

New  Jersey . 

New  Mexico . 

1369 

1 

933,985.80 

1,000.00 

1134 

1 

934 

1 

1242 

828,579.70 

New  York . 

1457 

869,738.87 

1383 

1084 

1303 

771,653.13 

North  Carolina.  . 

1 

600.00 

1 

1 

1 

600.00 

North  Dakota.  .  . 

457 

266,445.74 

214 

220 

431 

250,669.55 

Ohio . 

244 

157,155.50 

219 

200 

228 

145,805.50 

Oklahoma . 

2 

1,200.00 

2 

3 

2 

1,200.00 

Oregon . 

2 

800 . 00 

2 

2 

1 

300.00 

Pennsylvania. .  .  . 

190 

134,675.67 

174 

137 

177 

119,905.00 

Rhode  Island. . .  . 

3 

1,850.00 

2 

2 

3 

1 , 850 . 00 

South  Carolina.  . 

2 

1,600.00 

12 

2 

2 

1,600.00 

South  Dakota.  .  . 

43 

27,850.00 

33 

33 

40 

26,537.00 

1 

100.00 

1 

1 

1 

100 . 00 

Texas . 

9 

7,255.16 

11 

11 

9 

7,255.16 

Vermont . 

4 

1,700.00 

4 

3 

3 

1,600.00 

Virginia . 

1 

1,000.00 

1 

1 

1 

1,000.00 

Washington . 

60 

29,860.14 

48 

41 

57 

28,135.14 

Wisconsin . 

65 

54,742.80 

47 

46 

59 

47,542.80 

Wyoming . 

108 

86,543.62 

85 

83 

93 

71,985.32 

Canada . 

31 

18,018.42 

31 

29 

30 

16,485.70 

Totals . 

6627 

$4,142,792.11 

5656 

4696 

6025 

$3,698,314.91 
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twenty-seven  loans  amounting  to  $24,201  carried  over 
to  1923.  At  the  close  of  1922  there  were  1,512  loans 
outstanding  for  a  total  of  $1,228,818. 

JEWISH  INFLUENCE  ON  THE  FEDERAL  SYSTEM 

The  interest  of  Jews  in  promoting  rural  credits  in  the 
United  States  has  not  been  confined  to  their  own  race. 
Long  before  any  state  or  federal  system  of  farm  mortgage 
credit  had  been  conceived,  David  Lubin,  of  California, 
was  agitating  for  the  establishment  of  an  international 
institute  which  should  keep  all  nations  informed  on 
matters  pertaining  to  agriculture.  It  took  many  years 
of  untiring  effort  on  his  part  to  accomplish  this  purpose, 
but  in  1905  his  efforts  were  rewarded  by  the  establish¬ 
ment  of  the  International  Institute  of  Agriculture  at 
Rome,  Italy. 

Mr.  Lubin  was  appointed  the  first  resident  delegate 
to  the  institute  from  the  United  States.  For  many  years 
he  kept  in  touch  with  the  agricultural  and  congressional 
leaders  in  this  country,  particularly  with  reference  to 
a  system  of  rural  credits  for  American  farmers.  Prob¬ 
ably  his  untiring  interest  was  the  greatest  influence 
exerted  in  preparing  the  way  for  the  federal  farm  loan 
system.  He  came  back  to  the  United  States  with  a  view 
of  crystallizing  plans  in  behalf  of  a  national  rural  credit 
system,  and  he  presided  at  the  conference  held  at  Nash¬ 
ville,  Tennessee,  in  April,  1912.  At  that  time  David 
Lubin  suggested  to  the  Southern  Commercial  Congress 
the  organization  of  an  American  commission  for  the 
study  of  rural  credits  and  agricultural  cooperation  in 
Europe;  and  when  that  commission,  in  conjunction  with 
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the  United  States  Commission,  visited  Europe  in  1913 
for  this  purpose,  it  was  David  Lubin  who  had  arranged 
with  the  rulers  of  the  different  European  countries  to 
have  every  official  assistance  given  to  these  commissions 
in  their  investigations,  who  had  prepared  their  itinera¬ 
ries,  and  who  accompanied  part  of  the  commission  to 
several  countries.  In  the  three  years  between  the  return 
of  the  commissions  to  the  United  States  in  1913  and  the 
enactment  of  the  Federal  Farm  Loan  Act  in  1916,  he 
kept  up  a  constant  correspondence  with  congressional 
leaders  and  issued  a  number  of  pamphlets  setting  forth 
his  own  views  as  to  the  best  system  of  rural  credits 
adapted  to  American  conditions.  The  influence  of  David 
Lubin  on  the  federal  farm  loan  system  can  readily  be 
traced  by  those  who  are  acquainted  with  his  untiring 
efforts  to  accomplish  something  of  real  worth  to  all 
farmers  in  the  broad  field  of  rural  credits. 

When  the  federal  system  of  farm  mortgage  credit  was 
finally  put  into  operation,  the  Jewish  agricultural  leaders 
and  the  farmers  themselves  undertook  to  make  it  a 
practical  success.  At  that  time  Leonard  G.  Robinson 
was  manager  of  the  Jewish  Agricultural  and  Industrial 
Aid  Society  and  for  many  years  had  directed  the  work 
of  that  organization.  He  was  appointed  a  director  in 
the  Federal  Land  Bank  of  Springfield,  Massachusetts, 
and  was  elected  the  bank’s  first  president,  serving  in  that 
capacity  for  a  number  of  years. 

Under  the  guidance  of  Robinson  many  national  farm 
loan  associations  were  organized  in  1917  and  subsequent 
years.  In  some  instances  Jews  took  the  initiative  in 
their  organization  and  constituted  a  majority  of  their 
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membership,  but  in  others  Jews  were  admitted  into  asso¬ 
ciations  which  did  not  originate  with  Jewish  farmers. 
The  interest  thus  manifested  by  Jewish  citizens  in  the 
federal  farm  loan  system  has  been  maintained  to  the 
present  time. 

In  this  way  federal  and  corporate  agencies  are  cooper¬ 
ating  to  give  their  advantages  a  wider  range  of  usefulness 
among  farmers  without  prejudice  to  any  particular  race 
or  creed.  Moreover,  this  spirit  of  fellowship  and  cooper¬ 
ation  in  rural  communities  inculcated  by  means  of  loans 
made  through  national  farm  loan  associations  is  doing 
a  great  deal  to  bring  about  that  era  of  brotherhood  which 
is  the  highest  ideal  of  the  human  race.  It  is  worthy  of 
emulation.  The  facts  show  that  money  loaned  to  farmers 
through  private  endowments  is  loaned  not  only  for  the 
sake  of  earning  an  income,  but  also  for  the  purpose  of 
rendering  services  which  ease  the  burdens  of  those  who 
take  up  farming  as  a  means  of  livelihood.  It  is  helping 
to  solve  the  city  congestion  problem  among  a  class  of 
people  who  need  it  most.  It  is  helping  to  build  up  from 
that  very  class  a  healthy,  law-abiding,  and  prosperous 
body  of  farmers.  To  Baron  and  Baroness  de  Hirsch, 
to  David  Lubin,  and  to  other  liberal  and  progressive 
Jews  must  be  given  credit  for  having  laid  the  founda¬ 
tions  of  a  temple  of  country  life  and  human  brotherhood 
which,  when  finished  in  the  years  to  come,  will  be  much 
more  beautiful  and  serviceable  than  that  concerning 
which  they  had  long  hoped  and  dreamed. 

The  spirit  and  aims  of  the  present  Jewish  Agricul¬ 
tural  Society,  Inc.,  are  well  expressed  in  the  following 
paragraph  from  its  annual  report  for  1922: 
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“Our  specific  mission  is  to  rear  up  a  prosperous  and 
contented  class  of  Jewish  farmers — to  make  not  merely 
more  farmers,  but  what  is  equally  important,  better 
farmers.  Yet  our  work  has  a  greater  significance,  a 
higher  value.  The  country  needs  sturdy,  self-reliant, 
food  producers — farmers  who  maintain  the  high  stand¬ 
ard  of  American  living  and  who,  while  making  their 
acres  yield  abundantly,  yet  conserve  the  bounty  of 
America’s  soil.  Building  up  a  class  of  such  farmers  is 
our  contribution  to  the  nation’s  welfare.” 

COMPARISON  AND  COMMENT 

The  differences  brought  out  by  a  study  of  the  various 
systems  of  farm  mortgage  credit  that  have  developed 
during  the  past  quarter  of  a  century  may  be  summarized 
briefly.  As  compared  with  the  federal  farm  loan  system, 
the  chief  interest  centers,  of  course,  in  those  forms  of 
farm  mortgage  credit  adopted  by  various  states.  They 
stand  forth  as  the  great  agencies  for  making  progress 
in  rural  credits. 

A  matter  of  first  importance  is  the  safe  investment 
of  the  permanent  funds  used  for  making  state  loans, 
since  the  income  only  is  used  for  the  particular  purposes 
for  which  the  funds  are  established.  Many  state  laws 
specify  the  kinds  of  securities  in  which  the  funds  can 
be  invested.  They  are  usually  limited  to  United  States 
bonds,  to  real-estate  loans,  or  to  bonds  issued  by  the 
state  itself  or  some  of  its  divisions.  Real-estate  loans 
are  often  confined  to  first  mortgages  on  farm  lands. 

In  most  of  the  states  admitted  into  the  union  of  the 
United  States  during  the  past  fifty  years,  the  principal 
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permanent  fund  invested  in  farm  loans  is  the  public 
school  fund.  It  is  of  great  importance,  therefore,  for 
the  welfare  of  the  common  schools  that  the  interest  on 
investments  be  promptly  and  regularly  paid.  Conse¬ 
quently,  the  laws  of  the  various  states  in  regard  to  farm 
mortgage  loans  are  drawn  not  so  much  with  the  object 
of  promoting  agriculture  as  of  protecting  the  public 
school  funds  against  loss  and  of  maintaining  an  efficient 
educational  standard.  This  is  apparent  from  the  sum¬ 
maries  previously  presented  of  the  laws  of  those  states 
which  have  authorized  the  investment  of  public  school 
funds  in  farm  mortgages. 

It  is  also  further  apparent  that  the  amounts  of  avail¬ 
able  credit  vary  considerably  in  the  respective  states, 
but  they  are  in  no  case  large  enough  to  meet  the  de¬ 
mands  of  farmers  for  mortgage  loans.  As  a  result, 
several  states  resorted  to  the  policy  of  establishing  in¬ 
dependent  systems  of  farm  mortgage  credit  by  issuing 
bonds  as  a  means  of  providing  a  greater  amount  of  funds. 
In  this  kind  of  effort  to  raise  money  for  farm  mortgage 
loans,  the  states  come  in  competition  with  the  federal 
farm  loan  system  which  procures  its  funds  for  lending 
to  farmers  almost  entirely  by  the  issue  and  sale  of  land 
bank  bonds.  It  is  doubtful,  then,  whether  many  states 
will  adopt  the  bond  plan  of  procuring  funds  for  mort¬ 
gage  credit  in  view  of  the  great  prestige  of  the  federal 
farm  loan  system  which  has  been  able  to  lend  vast  sums 
in  every  state. 

In  the  way  of  providing  relief  from  the  burdens  of 
mortgage  indebtedness,  little  gleams  of  sunshine  now  and 
then  break  through  the  clouds  which  overshadow  the 
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farmer.  Montana,  for  example,  recognizing  that  farmers 
suffer  a  reduction  in  yield  or  the  entire  loss  of  crops  in 
drought-stricken  areas,  sometimes  for  two  or  three  sea¬ 
sons  in  succession,  sought  to  reduce  the  cost  of  borrow¬ 
ing  by  providing  a  free  appraisal  system  and  an  almost 
costless  plan  of  recording  and  releasing  mortgages.  As 
a  further  aid  to  farmers,  the  legislature  in  1923  amended 
the  law  to  provide  for  the  repayment  of  all  state  farm 
mortgage  loans  by  amortization.  In  South  Dakota  a 
borrower  is  accorded  the  privilege  of  furnishing  a  Tor¬ 
rens  certificate  of  title  as  a  means  of  reducing  slightly 
the  cost  of  procuring  a  loan.  Utah,  realizing  the  danger 
and  the  injustice  of  foreclosure  proceedings,  allows  a 
borrower  every  opportunity  of  meeting  his  obligations 
before  resorting  to  this  extreme  process  of  collecting 
interest  on  its  loans  and  employs  it  only  as  a  last  resort. 
These  few  instances  practically  sum  up  the  advantages 
which  accrue  to  a  farmer  who  borrows  on  mortgage 
security  from  his  own  state  rather  than  from  the  ordi¬ 
nary  money-lending  agencies  or  the  federal  farm  loan 
system  unless  he  obtains  his  loan  at  a  reduced  rate 
of  interest.  In  some  states,  especially  where  high  rates 
of  interest  usually  prevail,  the  general  tendency  has  been 
to  limit  the  interest  rate  to  6  per  cent  a  year,  and  this 
stands  out  as  the  one  great  advantage  of  existing  state 
systems  of  farm  mortgage  credit  wherever  they  have 
been  put  into  operation. 

The  foregoing  analysis  plainly  shows  that  state  and 
other  systems  of  farm  mortgage  credit  have  provided 
little  relief  to  farmers  from  the  many  burdens  of  debt. 
The  costs  of  borrowing  and  the  burden  of  interest  still 
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remain  to  threaten  foreclosure  and  to  harass  the  farmer 
no  matter  from  what  source  he  procures  a  loan.1  It  is 
true  that  in  many  states  the  amortization  method  of 
repaying  loans  has  been  adopted,  and  in  a  few  states 
some  factor  of  debt  is  either  reduced  or  made  easier  to 
be  met.  However,  in  most  cases,  the  farmer  in  debt  to 
his  own  state  for  money  borrowed  on  mortgage  security 
is  not  relieved  from  the  consequences  in  case  he  fails 
to  live  up  to  the  terms  and  conditions  of  his  mortgage. 
The  danger  of  debt,  therefore,  still  remains  as  one  of 
the  unsolved  problems  of  rural  credits  throughout  the 
United  States. 

1  In  1923  the  United  States  Department  of  Agriculture  instituted 
an  inquiry  through  bankers  and  farmers  as  to  the  number  of 
farm  owners  who  had  lost  their  farms  through  foreclosure  or 
voluntary  relinquishment.  The  reports  from  15  corn  and  wheat 
producing  states  show  that,  on  an  average,  over  5  per  cent  had 
lost  their  farms  through  foreclosure  or  bankruptcy,  while  nearly 
4%  per  cent  had  turned  over  their  farms  to  creditors  without 
legal  process,  making  a  total  of  about  9%  per  cent  who  had  lost 
their  farms  with  or  without  legal  proceedings.  In  addition,  more 
than  15  per  cent  were  in  fact  bankrupt,  but  were  holding  on 
through  leniency  of  their  creditors. — Report  of  the  Secretary  of 
Agriculture  for  1923,  p.  9. 


CHAPTER  XIII 

FARM  MORTGAGE  CREDIT  IN  CANADA 

The  preceding  pages  have  aimed  to  set  forth  the  entire 
farm  mortgage  credit  situation  in  the  United  States. 
This  same  field  will  now  be  reviewed  in  the  Dominion  of 
Canada. 


EARLY  CONDITIONS  OF  MORTGAGE  CREDIT 

For  many  years  before  the  recent  establishment  of 
farm  mortgage  credit  systems  by  the  various  provinces, 
the  terms  and  conditions  of  loans  made  it  very  difficult 
for  the  average  farmer  to  meet  his  recurring  obligations 
of  interest  and  principal.  Capital  was  scarce  and  inter¬ 
est  rates  were  high.  In  the  last  two  decades  of  the 
nineteenth  century  farm  mortgages  were  usually  drawn 
for  fifteen  or  twenty  years  and  were  made  repayable 
either  by  amortization  or  in  a  lump  sum  at  maturity. 
The  interest  rates  varied  considerably,  ranging  anywhere 
from  9  to  15  per  cent.  At  that  time  the  chief  money- 
lending  agencies  on  farm  mortgage  were  the  insurance, 
land  mortgage,  and  trust  companies.  They  held  the  farm 
mortgage  credit  business  within  their  grasp  and  fixed 
the  rates  of  interest  on  loans  in  accordance  with  the 
expected  risks  involved. 

About  the  beginning  of  the  present  century  general 
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interest  rates  on  real-estate  loans  began  to  decline.  Then 
the  farmers  of  Canada  appealed  for  relief  both  from  the 
prevailing  high  interest  rates  and  from  the  long  periods 
of  their  mortgages  which,  in  many  instances,  prevented 
them  from  taking  advantage  of  lowering  interest  rates. 
The  outcome  of  this  agitation  was  that  the  Dominion 
Parliament  passed  a  law  which  gave  any  borrower  the 
privilege  of  paying  off  his  mortgage  after  it  had  run 
five  years  by  giving  a  bonus  of  three  months’  interest 
on  his  debt.  This  measure  of  relief,  however,  related 
only  to  the  period  of  loans  and  did  not  touch  the  prob¬ 
lem  of  high  interest  rates  from  the  legislative  point  of 
view.  It  was  the  payment  of  interest  which  constituted 
the  great  problem  of  the  Canadian  farmer  in  the  early 
part  of  the  present  century;  the  question  how  to  bring 
about  still  lower  interest  rates  on  farm  mortgage  loans 
was  not  yet  answered. 

As  a  result  of  the  legislation  by  the  Dominion  Parlia¬ 
ment,  the  chief  money-lending  agencies  adopted  a  five- 
year  term  for  most  of  their  farm  mortgage  loans.  Up 
to  the  time  of  the  establishment  of  the  provincial  systems 
of  mortgage  credit  a  few  years  ago,  five  years  became 
the  prevailing  term  of  farm  mortgages.  At  the  period 
of  maturity,  the  company  had  the  privilege  of  recon¬ 
sidering  the  renewal  of  a  loan.  If  the  security  was  not 
satisfactory  because  of  neglect  on  the  part  of  the  farmer 
or  change  in  the  value  of  the  farm  because  of  local  con¬ 
ditions,  the  payment  of  the  loan  might  be  demanded. 
If  interest  rates  in  any  particular  locality  had  risen,  the 
company  might  renew  the  loan  at  a  higher  rate  of 
interest.  These  were  elements  of  uncertainty  which 
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always  harassed  the  farmer.  Since  the  greater  number 
of  farms  were  mortgaged  to  their  utmost  limit,  many 
a  farmer  was  compelled  to  accept  the  terms  offered  him 
or  to  abandon  his  farm,  as  procuring  a  loan  elsewhere 
was  often  out  of  the  question. 

The  shortening  of  the  period  of  loans  to  five  years, 
however,  had  the  effect  of  gradually  putting  the  farm 
mortgage  business  in  certain  provinces  in  private  hands. 
Under  the  Dominion  Bank  Act  the  banks  of  Canada 
are  permitted  to  make  loans  to  farmers  on  personal  or 
chattel  security  for  short  periods  of  time,  usually  not 
exceeding  six  months,  but  they  are  prohibited  from  mak¬ 
ing  loans  on  farm  mortgages.  This,  of  course,  necessarily 
prevented  the  farmer  from  procuring  bank  credit  on  his 
land  as  his  chief  asset.  At  the  same  time  the  private 
loan  and  mortgage  companies  charged  high  preliminary 
fees  and  sometimes  excessive  interest  rates.  The  farm 
mortgage  situation  became  demoralized  and  agricultural 
development  was  largely  confined  to  those  provinces  in 
which  capital  was  abundant  and  lower  interest  rates 
prevailed. 

EFFORTS  TO  IMPROVE  CREDIT  FACILITIES 

Farm  mortgage  credit  conditions  in  Canada,  therefore, 
very  closely  resembled  those  which  existed  in  the  United 
States  from  1900  to  1912.  The  agitation  going  on  in  the 
states  for  a  federal  system  of  rural  credits  was  con¬ 
tagious;  it  spread  to  Canada  and  found  expression  there 
in  a  demand  for  better  credit  facilities  for  farmers  either 
by  the  provincial  governments  or  by  the  Dominion  Par¬ 
liament.  When  the  two  commissions  were  appointed  in 
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the  United  States  in  1913  to  visit  Europe  for  the  purpose 
of  investigating  rural  credits  and  agricultural  coopera¬ 
tion,  delegates  were  sent  with  the  American  Commission 
from  the  western  provinces  of  Alberta  and  Saskatchewan 
and  also  from  the  eastern  provinces  of  Ontario  and  Nova 
Scotia.  On  the  return  of  these  delegates  to  their  own 
provinces,  their  influence  was  exerted  in  behalf  of  a 
provincial  rather  than  a  Dominion  system  of  rural 
credits. 

Various  attempts  had  been  made,  nevertheless,  to 
provide  a  system  of  Dominion  rural  credits  long  before 
the  return  of  the  Canadian  delegates  from  Europe  in 
1913.  A  bill  was  introduced  in  the  House  of  Commons 
as  early  as  1907  which  dealt  with  both  industrial  and 
agricultural  cooperative  societies.  In  November,  1909, 
a  bill  was  introduced  concerning  rural  credit  and  loan 
associations.  Again  in  November,  1910,  bills  defeated 
in  the  previous  session  of  the  House  of  Commons  were 
re-introduced,  but  all  of  them  failed  of  passage.  For 
a  few  years  there  was  a  lull  in  the  efforts  of  members 
of  the  House  of  Commons  to  provide  a  Dominion  system 
of  rural  credits  and  agricultural  cooperation.  But  in 
1914  efforts  were  again  revived  to  provide  a  general 
system.  No  bill  introduced,  however,  seemed  to  satisfy 
all  parties,  with  the  result  that  no  legislation  has  yet 
been  enacted  by  the  Dominion  Parliament  providing  for 
either  the  mortgage  or  personal  form  of  rural  credits. 

The  need  and  the  demand  for  better  credit  facilities 
for  farmers  thus  continued  unsatisfied  until  the  return 
of  the  provincial  delegates  from  Europe.  For  some  years 
prior  to  the  European  investigations  in  1913,  the  ten- 
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dency  of  the  rural  population  to  forsake  the  country 
for  life  in  towns  and  cities  had  been  as  pronounced  in 
Canada  as  in  the  United  States.  In  1912  New  Bruns¬ 
wick  passed  an  act  to  encourage  the  settlement  of  farm 
lands  in  order  to  stop  migration  from  the  country  to  the 
towns.  The  provincial  government  established  a  fund 
to  assist  settlers  in  purchasing  farms,  and  loans  were 
made  after  approval  by  a  board  appointed  to  admin¬ 
ister  this  fund.  In  the  same  year  Nova  Scotia  passed 
farm  mortgage  credit  legislation  very  much  on  the 
same  lines  as  that  of  New  Brunswick,  the  title  of 
the  Nova  Scotia  act  very  plainly  indicating  its  pur¬ 
pose,  namely,  “for  the  encouragement  of  settlers  on 
farm  lands.”  However,  these  efforts  in  no  way  supplied 
the  needs  of  established  farmers  for  mortgage  credit  in 
the  various  provinces.  In  fact,  it  took  several  years  to 
provide  by  legislation  for  provincial  farm  mortgage 
credit  systems,  and  traces  of  the  influence  of  the  Federal 
Farm  Loan  Act  passed  in  the  United  States  can  be  found 
in  these  later  legislative  efforts  of  the  Canadian 
provinces. 

In  outlining,  therefore,  these  provincial  systems  of 
farm  mortgage  credit,  the  basis  of  comparison  will  be 
the  American  Federal  Farm  Loan  Act.  Only  the  funda¬ 
mental  principles  of  each  act  will  be  stated,  the  object 
being  to  ascertain  the  differences  which  exist  between  the 
various  Canadian  provincial  systems  themselves  as  well 
as  between  them  and  the  state  and  federal  systems  in  the 
United  States.  In  this  way  the  reader  will  see  whether  the 
farmers  of  Canada  are  being  greatly  benefited  by  the 
most  recent  legislative  efforts  that  have  been  put  forth 
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to  furnish  them  with  better  farm  mortgage  credit  facili¬ 
ties.  The  aim,  of  course,  is  to  improve  the  lot  of  the 
farmer  and  to  encourage  the  development  of  agriculture. 

THE  WESTERN  PROVINCES 

Alberta. 

The  province  of  Alberta  passed  three  acts  in  April, 
1917,  two  of  which  related  to  short-time  loans  and  one 
to  farm  mortgage  credit.  Except  in  a  few  minor  details, 
the  Alberta  act  embodies  the  principles  of  the  Farm 
Loan  Act  in  the  United  States. 

The  administration  of  the  law  is  placed  under  a  board 
of  five  members,  the  executive  officer  of  which  is  desig¬ 
nated  as  the  commissioner  of  farm  loans.  The  act  pro¬ 
vides  that  loans  can  be  made  only  on  first  mortgage  se¬ 
curity  on  farm  lands,  can  not  exceed  30  per  cent  of  the 
appraised  value  of  the  land,  and  that  not  more  than 
$5,000  can  be  loaned  to  any  one  person.  The  period 
of  loans  in  all  cases  is  thirty  years.  Loans  are  repayable 
on  the  amortization  plan.  The  interest  charged  includes 
the  rate  paid  by  the  board  or  the  provincial  treasury 
for  the  money  borrowed  with  which  to  make  loans,  the 
costs  incurred  in  procuring  the  funds,  the  expense  of 
conducting  the  business  of  the  board,  and  the  amount 
set  aside  for  the  creation  of  a  reserve  fund.  This  makes 
the  interest  rate  on  loans  extremely  uncertain  and  might 
even  be  very  high  under  all  these  conditions. 

As  previously  stated,  the  Alberta  farm  loan  act  was 
passed  in  April,  1917.  Since  the  United  States,  which 
had  been  the  chief  source  of  credit  of  the  provincial 
government  for  many  years,  entered  the  European  war 
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about  that  time,  this  source  of  loanable  funds  was  at 
once  cut  off.  Moreover,  since  the  provincial  treasury 
was  also  unable  to  borrow  money  in  Canada  for  making 
loans  to  farmers,  the  farm  mortgage  credit  legislation 
of  Alberta  has  at  no  time  been  put  into  operation  for 
lack  of  funds. 

British  Columbia. 

The  province  of  British  Columbia  has  passed  two  acts 
dealing  directly  with  rural  credits.  These  enactments 
are  cited  as  “The  Agricultural  Act  of  1915”  and  “The 
Land  Settlement  and  Development  Act  of  1917. 

By  the  Agricultural  Act  of  1915  the  province  of  Brit¬ 
ish  Columbia  provided  for  the  creation  of  a  commission 
consisting  of  a  director  and  four  members  for  administer¬ 
ing  a  system  of  farm  mortgage  credit.  Funds  for  lending 
purposes  were  procured  by  an  appropriation  of  $50,000 
from  the  provincial  consolidated  revenue  fund  which 
was  to  be  repaid  from  the  profits  of  the  agricultural 
loans — and  by  the  sale  and  issue  of  bonds,  guaranteed 
by  the  province,  having  a  maturity  period  not  to  exceed 
thirty  years.  A  sinking  fund  was  established  to  provide 
for  the  redemption  of  the  bonds,  and  all  net  earnings 
up  to  $100,000  were  to  be  set  aside  as  a  reserve  fund 
with  which  to  meet  possible  losses. 

Long-time  first  mortgage  loans  under  this  act  can  be 
made  to  individual  farmers  for  various  productive  pur¬ 
poses,  including  the  purchase  of  land  and  the  payment 
of  existing  mortgage  indebtedness;  for  such  permanent 
improvements  as  clearing,  tiling,  diking,  and  irrigating 
the  land;  for  the  erection  and  repair  of  farm  buildings; 
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and  for  the  purchase  of  machinery,  live  stock,  and  other 
necessary  equipment.  Each  applicant  for  a  loan  has 
to  specify  the  purposes  for  which  it  is  desired  and  he  is 
expected  to  apply  the  loan  for  no  other  uses.  The 
amounts  that  can  be  loaned  range  from  $250  to  $10,000; 
the  periods  of  loans  are  limited  to  twenty,  thirty,  or 
thirty-six  and  one-half  years  with  interest  and  principal 
made  repayable  semi-annually  on  the  amortization  plan. 
The  privilege  is  granted  a  borrower  on  any  interest-pay¬ 
ment  date  to  prepay  any  part  of  his  loan  by  additional 
sums  of  $25  or  any  multiple  thereof.  If  a  borrower 
does  not  abide  by  his  agreement  as  to  the  purposes  of 
his  loan  or  defaults  in  his  payments,  the  commission 
may  seize  the  farm,  sell  it  to  the  best  advantage,  or 
lease  it  for  a  period  not  exceeding  ten  years. 

Two  other  kinds  of  loans  can  also  be  made  by  the 
agricultural  credit  commission  on  first  mortgage  security. 
Loans  running  from  three  to  ten  years  can  be  made  up 
to  $2,000  to  an  individual,  and  as  high  as  $10,000  to 
an  association.  These  loans  are  made  repayable  on 
terms  suitable  to  the  commission,  but  not  necessarily 
on  the  amortization  plan.  The  other  kind  of  loan  is 
for  a  single  season  to  individuals  or  associations  for  the 
respective  amounts  to  each  as  stated  above,  repayable 
within  one  year,  but  it  must  be  secured  by  both  a  first 
mortgage  on  land  and  a  promissory  note  of  the  farmer 
or  the  association. 

The  rate  of  interest  on  loans  is  flexible — that  is,  it 
cannot  exceed  1  per  cent  a  year  above  the  cost  to  the 
commission  of  procuring  funds  through  the  sale  of  bonds. 
This  keeps  the  rate  to  farmers  comparatively  low  be- 
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cause  the  bonds,  being  guaranteed  by  the  provincial 
government,  can  be  marketed  at  the  lowest  possible 
rate  of  interest. 

Notwithstanding  that  Canada  was  passing  through  a 
period  of  financial  stress  as  a  result  of  her  early  entrance 
into  the  European  war,  the  commission  was  able  to  make 
a  fairly  good  showing  in  farm  mortgage  loans  during 
this  period.  The  act  did  not  go  into  effect  until  April, 
1916,  but  at  the  close  of  1920  there  had  been  granted 
385  loans  for  a  total  of  $737,350.  The  system, _  how¬ 
ever,  showed  a  deficit  each  year  from  the  beginning  as 
follows:  $19,015  in  1916;  $22,200  in  1917;  $6,045  in 
1918;  $7,744  in  1919;  and  $9,915  in  1920— a  total  deficit 
for  the  period  of  $64,919.  Thereafter  some  of  the  func¬ 
tions  of  the  agricultural  credit  commission  were  taken 
over  by  the  land  settlement  board  which  was  created 
by  the  Land  Settlement  and  Development  Act  of  1917. 

In  1917  the  provincial  legislature  of  British  Columbia 
passed  the  Land  Settlement  and  Development  Act. 
Under  the  varying  conditions  which  arose  as  a  result  of 
the  close  of  the  European  war  and  the  return  of  so  many 
ex-service  men,  this  law  was  amended  each  year  follow¬ 
ing  its  enactment  up  to  and  including  1921.  In  present¬ 
ing  an  outline,  therefore,  of  the  farm  mortgage  credit 
aspect  of  this  law,  it  will  be  treated  in  its  entirety  as 
finally  amended. 

The  act  provides  for  the  appointment  of  a  land  settle¬ 
ment  board  of  not  less  than  three  members  with  power 
to  make  loans  for  the  purpose  of  increasing  or  maintain¬ 
ing  agricultural  and  pastoral  production.  Money  is 
advanced  to  the  board  from  the  provincial  treasury 
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in  such  amounts  and  at  such  rates  of  interest  as  the 
lieutenant-governor  in  council  may  decide.  All  net  earn¬ 
ings  on  loans  are  to  be  used  to  build  up  a  reserve  fund 
of  not  less  than  $100,000,  from  which  are  to  be  paid 
any  losses  incurred  in  the  operation  of  the  system. 

Loans  can  only  be  made  on  first  mortgage  security 
on  surveyed  agricultural  lands  within  the  province  that 
are  free  from  all  encumbrances  other  than  those  vested 
in  the  imperial  government.  However,  before  any  loan 
can  be  made,  the  board  must  be  satisfied  that  the  land 
is  fit  for  agricultural  production,  that  the  loan  is  desired 
for  productive  purposes,  and  that  the  borrower  is  likely 
to  be  able  to  meet  all  his  obligations  and  make  a  profit 
from  his  farming  operations.  The  range  of  loans  is  from 
a  minimum  of  $250  to  a  maximum  of  $10,000,  but  in  no 
case  to  exceed  60  per  cent  of  the  appraised  value  of  the 
farm  at  the  time  of  appraisal.  The  law,  however,  pro¬ 
vides  for  the  advancement  of  a  loan  by  installments  for 
the  purpose  of  making  improvements,  in  which  case  a 
loan  may  be  granted  up  to  60  per  cent  of  the  appraised 
value  of  the  farm  at  the  time  the  improvements  are 
completed.  Buildings  must  be  kept  fully  insured  by 
the  borrower.  The  rate  of  interest  on  loans  is  determined 
by  adding  not  to  exceed  1  %  per  cent  to  the  rate  of 
interest  paid  on  bonds  sold  by  the  provincial  treasury 
to  procure  the  funds  for  lending  to  farmers.  All  fees, 
costs,  and  charges  payable  to  the  board  on  loans  must  be 
paid  in  advance. 

Two  kinds  of  first  mortgage  loans  are  provided  for 
under  this  law:  (1)  Loans  may  be  made  to  individual 
farmers  for  sums  ranging  from  $250  to  $10,000  and  for 
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periods  of  fifteen,  twenty,  or  twenty-five  years,  which  are 
repayable  on  the  amortization  plan  by  semi-annual  in¬ 
stallments.  (2)  Loans  may  be  granted  in  amounts  not  ex¬ 
ceeding  $5,000  to  an  individual  or  $10,000  to  an  associa¬ 
tion  for  periods  running  from  three  to  ten  years.  Loans 
to  an  association  in  excess  of  $5,000  are  subject  to 
approval  by  the  provincial  government.  These  kinds 
of  loans  need  not  be  amortized,  but  they  may  be  made 
on  such  terms  and  conditions  as  the  board  may  direct. 
An  additional  loan  may  be  granted  at  any  time  so  as 
to  bring  the  amount  up  to  60  per  cent  of  the  appraised 
value  of  the  security.  When  loans  are  repaid  on  the 
amortization  plan,  a  borrower  may  prepay  at  any  inter¬ 
est  date  one  or  more  of  the  installments  subsequently 
due  on  his  mortgage  debt. 

If  a  borrower  defaults  on  interest  or  principal  of  his 
loan,  if  he  uses  the  whole  or  part  of  the  proceeds  for 
any  purpose  other  than  that  specified  in  his  application 
or  within  the  time  the  board  may  regard  as  reasonable, 
or  if  any  default  is  made  in  the  observance  of  any  cove¬ 
nant  of  a  mortgage — under  these  conditions  the  board 
is  given  power,  one  month  after  having  given  notice 
to  a  borrower  of  any  such  default,  to  take  possession  of 
the  mortgaged  property  without  recourse  to  a  court  of 
law  and  may  either  sell  the  same  under  such  terms  and 
conditions  as  seem  just  or  may  lease  the  farm  for  any 
term  not  exceeding  ten  years.  In  addition  section  51 
of  the  act  further  provides  that  “every  person  who  ob¬ 
tains  a  loan  under  the  provisions  of  this  act  and  who 
applies  such  loan  or  any  part  thereof  to  purposes  other 
than  those  set  forth  in  the  application  for  a  loan,  with- 
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out  first  having  obtained  the  written  consent  of  the  board, 
shall  be  liable,  upon  summary  conviction,  to  a  penalty 
not  exceeding  $100,  or  imprisonment  for  a  term  not  ex¬ 
ceeding  six  months.” 

One  striking  feature  limiting  the  powers  of  the  board 
is  well  worthy  of  notice.  The  act  provides  that,  in  case 
of  the  sale  of  the  mortgaged  farm,  the  board  shall  apply 
the  proceeds  to  the  payment  of  the  debt  and  the  expenses 
incurred  in  the  sale  proceedings,  but  that  the  balance, 
if  any,  shall  be  paid  to  the  person  entitled  to  receive 
the  same.  Likewise,  in  case  the  farm  is  leased,  the 
rent  and  profits  derived  from  the  lease  shall  be  applied: 
(1)  In  the  payment  of  the  costs  and  expenses  incurred 
in  connection  with  the  lease;  (2)  in  payment  of  the  in¬ 
stallments  and  other  payments  due  under  the  mortgage; 
and  (3)  if  any  balance  remain,  it  must  be  paid  to  the 
mortgagor.  In  other  words,  the  debtor’s  equity  in  his 
farm  is  protected  as  much  as  possible  whether  the  farm 
is  operated  thereafter  under  forced  sale  or  lease. 

The  office  manager  of  the  land  settlement  board  of 
British  Columbia  reports  that  on  June  30,  1923,  the  total 
number  of  loans  made  by  the  board  was  1,112  and  the 
total  amount  loaned  $1,966,565. 

Manitoba. 

The  farm  mortgage  act  passed  by  the  province  of 
Manitoba  was  approved  and  became  effective  on  March 
9,  1917.  It  was  amended  in  March,  1919,  and  again  in 
April,  1921.  The  outline  here  given  presents  the  essen¬ 
tial  features  as  they  appear  in  the  amended  form  of 
the  act. 
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The  Manitoba  farm  mortgage  act  was  practically  the 
first  law  passed  by  any  of  the  provinces  of  Canada 
providing  for  a  farm  mortgage  credit  system.  It  pro¬ 
vides  for  the  organization  of  the  Manitoba  Farm  Loans 
Association  which  serves  as  the  lending  agency  between 
the  provincial  government  and  the  farmers.  The  asso¬ 
ciation  is  managed  by  a  board  of  five  members,  one  of 
whom  is  designated  the  commissioner  of  farm  loans. 
The  commissioner  alone  gets  a  fixed  annual  salary,  the 
other  members  receiving  a  fee  of  $10  a  day  and  reason¬ 
able  expenses  incurred  for  traveling  and  sustenance 
while  engaged  in  the  business  of  the  board,  provided 
that  no  member  other  than  the  commissioner  shall  be 
paid  for  his  services  more  than  $600  in  any  one  year. 

The  share  capital  of  the  association  was  originally 
placed  at  $1,000,000,  but  was  by  amendment  reduced 
to  $550,000,  or  110,000  shares  at  $5  each.  Originally, 
also,  each  borrower  had  to  subscribe  for  capital  shares 
in  the  association  to  the  extent  of  5  per  cent  of  his 
loan,  the  shares  being  held  by  the  association  as  addi¬ 
tional  security,  but  by  amendment,  approved  April  26, 
1921,  this  provision  was  eliminated  entirely,  so  that  at 
the  present  time  each  borrower  receives  the  full  amount 
of  his  loan.  The  early  borrowers  who  became  share¬ 
holders  are  paid  any  dividends  accruing  on  their  shares; 
and,  when  a  loan  has  been  repaid,  the  borrower’s  shares 
are  surrendered  and  paid  off  at  par. 

All  loans  made  by  the  association  are  secured  by  a 
first  mortgage  on  farm  lands,  are  repaid  in  thirty  years 
on  the  amortization  plan  by  annual  installments  at  7 
per  cent  interest,  but  may  be  paid  off  at  any  annual 
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payment  date  on  or  after  five  years  from  the  date  of 
the  mortgage.  The  purposes  for  which  loans  may  be 
made  include  the  retirement  of  prior  encumbrances,  the 
purchase  of  land  for  agricultural  purposes,  the  making 
of  improvements,  the  purchase  of  live  stock  and  equip¬ 
ment,  and  for  increasing  the  farm’s  productiveness. 
Loans  are  granted  up  to  50  per  cent  of  the  appraised 
value  of  the  farm  including  the  value  of  improvements 
already  on  the  land  or  those  to  be  effected  from  the 
proceeds  of  the  loan.  The  maximum  loan  that  can  be 
granted  is  $10,000,  no  minimum  loan  being  designated. 
If  a  loan  is  employed  for  any  other  purposes  than  those 
specified  in  the  application,  or  if  it  is  not  being  used 
economically  and  profitably,  the  board  may  demand  its 
immediate  repayment  with  interest. 

Besides  the  sum  of  $1,000,000  appropriated  by  the 
provincial  legislature  as  operating  capital  for  the  Mani¬ 
toba  Farm  Loans  Association,  the  board  is  also  author¬ 
ized  to  receive  deposits  of  money  from  persons  or  cor¬ 
porations,  to  act  as  a  depository  for  any  provincial, 
municipal,  or  school-district  funds,  and  to  issue  and  sell 
bonds  at  6  per  cent  interest  up  to  90  per  cent  of  the 
amount  of  first  mortgages  on  farm  lands  held  by  the 
association,  which  mortgages  are  to  be  used  as  collateral 
security  for  the  bonds.  The  interest  and  principal  of 
bonds  are  guaranteed  by  the  provincial  government ;  they 
are  exempt  from  provincial,  municipal,  school,  or  other 
kind  of  taxation;  and  they  can  be  issued  to  the  amount 
of  $12,000,000. 

In  addition  to  providing  ways  of  procuring  funds  for 
lending  to  farmers,  the  act  also  designates  clearly  what 


Farm  Mortgage  Credit  in  Canada  253 

disposition  is  to  be  made  of  the  payments  by  borrowers 
on  their  loans.  It  provides:  (1)  That  interest  on  loans 
shall  be  used  first  to  pay  the  interest  on  bonds  and  other 
securities  issued  by  the  association;  (2)  that  the  balance 
of  interest  shall  be  applied  toward  the  expenses  of  oper¬ 
ating  the  system;  and  (3)  that  the  payments  on  principal 
of  loans  shall  be  credited  to  a  sinking-fund  account  for 
the  payment  of  bonds  when  due. 

The  success  of  the  Manitoba  farm  mortgage  credit 
system  is  plainly  shown  by  the  latest  available  figures 
on  the  number  and  amount  of  loans  closed,  the  profits 
of  the  business,  and  the  comparatively  small  number 
of  delinquencies.  At  the  close  of  business  on  June  30, 
1923,  the  Manitoba  Farm  Loans  Association  reported 
that  it  had  paid  out  from  organization  $8,654,150  on 
3,326  loans  and  that  there  were  outstanding  on  the 
same  date  3,033  loans  for  a  total,  including  all  arrears, 
of  $8,013,361.  The  balance  sheet  shows  a  net  profit  for 
the  nine  months  ended  August  31,  1922,  of  $40,554,  as 
compared  with  $43,186  for  the  previous  year  and  $32,558 
for  the  year  ended  November  30,  1920.  The  amount  in 
arrears  on  August  31,  1922,  was  $198,445.  No  later  fig¬ 
ures  on  arrears  are  obtainable,  but  on  September  28, 
1923,  the  provincial  treasurer  reported  that  the  amount 
in  arrears  was  not  exceptional  considering  the  prevailing 
conditions  in  Canadian  agricultural  communities. 

In  the  face  of  adverse  agricultural  conditions  which 
prevailed  in  Manitoba  during  the  three  years  1920-1922, 
inclusive,  for  which  the  report  was  rendered,  the  showing 
of  Manitoba’s  farm  mortgage  credit  system  compares 
favorably  with  any  of  the  state  systems  in  the  United 
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States  when  such  factors  as  high  production  costs,  fall¬ 
ing  prices  for  farm  products,  and  crop  failures — all  of 
which  prevailed  in  the  province  and  affected  its  agricul¬ 
tural  prosperity — are  taken  into  consideration.  In  fact, 
when  viewed  in  its  entirety,  this  system  has  been  as 
successful  as  any  in  North  America. 

Saskatchewan. 

The  farm  mortgage  credit  system  of  Saskatchewan 
was  also  established  in  1917,  and  it  follows  very  closely 
that  of  Manitoba.  The  law  is  known  as  the  Saskatche¬ 
wan  Farm  Loans  Act.  It  was  amended  from  time  to 
time,  the  outline  of  its  main  provisions  here  presented 
being  based  on  all  amendments  up  to  and  including  those 
enacted  in  1922. 

The  law  is  administered  by  a  farm  loan  board  com¬ 
posed  of  one  commissioner  and  two  members.  The  board 
has  power  to  conduct  the  business  of  making  first  mort¬ 
gage  loans  on  farms  within  the  province.  Loans  may  be 
advanced  for  purposes  which,  in  the  opinion  of  the  board, 
constitute  permanent  improvements  and  will  assist  in 
making  the  farm  more  productive;  for  the  payment  of 
existing  debts  incurred  for  any  of  the  above  purposes; 
and,  in  special  cases,  for  the  purchase  of  land  for  agri¬ 
cultural  purposes. 

No  loan  can  be  made  for  a  greater  amount  than  50 
per  cent  of  the  board’s  valuation  of  the  farm.  This 
provision  states  no  maximum  nor  minimum  sum  for  any 
individual  loan.  All  loans  are  for  a  period  of  thirty 
years  and  are  repayable  in  annual  installments  on  the 
amortization  plan  at  a  rate  of  interest  “estimated  to 
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be  sufficient  to  pay  the  interest  on  and  the  cost  of  raising 
the  money  to  be  advanced  to  the  board  by  the  provincial 
treasury  under  the  provisions  of  this  act,  the  expense 
of  conducting  the  business  of  the  board,  and  other  neces¬ 
sary  incidental  expenses.”  While  this  left  the  rate  of 
interest  on  farm  mortgages  somewhat  indefinite  and  in¬ 
determinable  at  the  time  a  loan  was  made,  the  treasury 
had  been  able  to  borrow  up  to  the  close  of  1920  the  sum 
of  $6,500,000  on  provincial  bond  issues  at  5  per  cent 
interest  and  had  loaned  that  amount  to  farmers  at  6% 
per  cent  interest. 

A  borrower  may  make  a  prepayment  on  his  loan  at  any 
time  “equal  to  or  larger  than  the  payment  then  next 
accruing  due.  When  any  sum  so  paid  is  more  than  suffi¬ 
cient  to  meet  the  next  accruing  payment,  the  excess  shall 
be  credited  first  upon  the  last  deferred  payment  of  prin¬ 
cipal,  then  so  far  as  it  will  extend  on  the  next  latest  de¬ 
ferred  payment,  and  so  on  while  any  part  of  the  principal 
remains  unpaid.  But  such  payment  shall  not  relieve  the 
borrower  making  it  from  meeting  his  immediately  subse¬ 
quent  payments  punctually  as  they  fall  due.” 

If  a  borrower  fails  to  apply  the  proceeds  of  a  loan 
to  the  purposes  designated  in  his  application,  or  if  he 
permits  the  farm  to  depreciate  in  value  sufficient  to 
threaten  the  security  of  the  mortgage,  the  board  may 
declare  the  balance  of  the  debt  immediately  due  and 
payable  or  it  may  exercise  any  other  rights  as  mort¬ 
gagee  of  a  mortgage  in  arrears  by  law  or  by  the  terms 
of  the  mortgage. 

The  funds  for  making  loans  are  derived  from  the  sale 
of  provincial  bonds,  debentures,  inscribed  stock,  or  other 
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securities  at  such  rate  of  interest  as  the  lieutenant- 
governor  in  council  may  determine  and  for  terms  not 
exceeding  forty  years.  The  amount  of  such  securities 
was  limited  to  $10,000,000.  All  sums  advanced  to  the 
board  by  the  provincial  treasurer  are  made  and  secured 
on  such  terms  and  conditions  as  are  determined  by  the 
lieutenant-governor  in  council,  but  the  total  amount  of 
advances  must  not  exceed  the  aggregate  amount  of  mort¬ 
gages  taken  by  the  board.  Mortgages  at  least  equal  in 
value  to  the  amount  of  the  advances  are  deposited  with 
the  provincial  treasurer  as  security  for  the  bonds  or  other 
securities  issued  and  sold  for  the  purpose  of  making 
farm  mortgage  loans,  “it  being  the  intention  of  this  act 
that  all  advances  made  to  the  board  out  of  the  proceeds 
of  securities  shall  at  all  times  be  protected  or  secured 
by  the  total  amount  of  mortgages  held  by  the  board  in 
addition  to  any  other  security  which  may  be  taken  by 
the  provincial  treasurer  from  the  board.” 

By  amendment  approved  February  3, 1922,  the  follow¬ 
ing  section  was  added  to  those  dealing  with  the  subject 
of  treasury  advances  to  the  board: 

“Where  the  title  to  land  is  held  by  the  board,  the 
provincial  treasurer  may  advance  to  the  board  such  sums 
as  it  deems  necessary  to  provide  for  maintaining  the 
property  in  good  condition,  and  for  payment  of  taxes 
due  or  accruing  due  thereon  and  premiums  of  insurance 
against  loss  by  fire,  by  hail  or  by  cyclone,  wind  storm 
or  tornado.  As  security  for  repayment  of  such  advance, 
the  board  shall  deposit  with  the  provincial  treasurer  the 
duplicate  certificate  of  title  to  the  land  in  respect  of 
which  the  advance  is  made.” 


Farm  Mortgage  Credit  in  Canada  257 

All  sums  repaid  by  borrowers  on  the  principal  of  their 
loans  may  be  reloaned  on  first  mortgage  security  on 
farms,  expended  for  the  purchase  of  bonds  issued  under 
the  provisions  of  the  act,  or  deposited  for  meeting  the 
obligations  of  the  board. 

As  stated  above,  the  amount  loaned  to  farmers  during 
the  four-year  period  of  1917-1920  was  $6,500,000  at 
6i/2  per  cent  interest.  On  January  1,  1921,  the  interest 
overdue  on  these  loans  was  about  $300,000.  The  ex¬ 
planation  for  these  delinquencies  as  given  is  that  farmers 
in  some  parts  of  Saskatchewan  had  not  reaped  a  crop 
in  four  successive  years  as  a  result  of  drought  or  other 
natural  cause.  On  January  1,  1923,  the  total  amount 
outstanding  against  first  mortgages  on  farms  and  farm 
lands  was  $7,768,110. 

THE  EASTERN  PROVINCES 

As  to  period  of  settlement,  density  of  population,  and 
credit  facilities  for  farmers,  the  eastern  provinces  stand 
in  marked  contrast  with  the  prairie  and  northwestern 
provinces.  They  constitute  the  oldest  provinces  of  the 
Dominion.  Most  of  them  have  been  established  and 
populated  for  hundreds  of  years.  The  two  largest  are 
Ontario  and  Quebec — those  parts  of  the  continent  of 
North  America  which  were  earliest  settled  by  hardy 
pioneers  of  French  and  British  stock  who  undertook  with 
strong  arms,  primitive  implements,  and  unflinching  cour¬ 
age  to  create  farms  for  themselves  out  of  primeval  forest 
lands  and  to  lay  the  foundations  of  a  progressive  people 
on  the  North  American  continent. 

With  the  change  of  economic  conditions  which  arose 
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as  a  result  of  the  increase  of  population,  the  agricultural 
credit  situation  also  altered.  About  twenty  years  ago 
Canada  did  not  have  her  present  local  and  foreign  mar¬ 
kets  for  farm  products  and  business  was  depressed.  The 
result  was  that  farm  products  were  low  in  price  and  low 
wages  also  prevailed  for  many  classes  of  workers. 

On  the  other  hand,  employment  at  that  time  was  plen¬ 
tiful  in  the  United  States  and  wages  were  relatively  high. 
There  was  a  great  demand  for  labor  both  on  farms  and 
in  the  industries.  The  result  of  these  economic  condi¬ 
tions  was  that  the  younger  generation  of  farmers  emi¬ 
grated  to  the  United  States  to  take  advantage  of  the 
higher  wages,  leaving  the  older  people  on  the  farms. 
When  those  died  off  there  were  few  young  Canadian 
farmers  remaining  to  take  their  places,  so  that  hundreds 
of  farms  became  vacant  in  the  eastern  part  of  Canada. 

This  was  the  state  of  affairs  confronting  the  eastern 
provinces  a  decade  or  two  ago.  The  vacant  farms  varied 
in  size  from  sixty  to  230  acres,  had  from  twenty  to  100 
acres  cleared  and  ready  for  the  plow,  in  many  cases 
were  equipped  with  adequate  buildings,  and  most  of 
them  were  reasonably  cheap  in  price.  Most  of  these 
vacant  farms  were  ready  for  occupancy  and  cultivation 
by  any  settler  who  was  able  to  make  an  initial  payment 
and  who  had  the  necessary  working  capital  or  the  means 
of  providing  it.  Notwithstanding  that  many  immigrants 
from  Europe  were  desirous  of  taking  up  farming,  few 
of  them  had  the  money  to  purchase  land  through  private 
agencies  with  the  result  that  vast  numbers  of  farms  in 
eastern  Canada  continued  to  remain  unoccupied. 

It  was  such  conditions  which  gave  a  new  impetus  to 
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legislation  and  to  provincial  aid  in  behalf  of  land  settle¬ 
ment  and  rural  credits.  Legislation  undertook  to  turn 
the  tide  of  immigration  back  to  the  land,  and  provincial 
financial  aid  sought  to  make  land  settlement  more  per¬ 
manent  by  encouraging  settlers  to  become  farm  owners 
under  easier  terms  and  conditions  than  were  provided 
through  private  agencies. 

New  Brunswick. 

On  April  12,  1912,  the  New  Brunswick  legislature 
passed  an  act  to  encourage  the  settlement  of  farm  lands. 
The  lieutenant-governor  in  council  was  empowered  to 
appoint  a  Farm  Settlement  Board  of  three  commissioners. 

The  Farm  Settlement  Board  was  authorized:  (1)  To 
purchase  within  the  province  land  suitable  for  general 
farming  purposes;  (2)  to  take  over  any  public  forest 
lands  that  were  suitable  for  farming;  (3)  to  improve 
both  kinds  of  lands  by  erecting  houses  and  buildings 
thereon  whenever  necessary;  (4)  to  buy  and  sell  per¬ 
sonal  property  in  connection  with  the  purchase  and  sale 
of  farms  and  farm  lands;  (5)  to  sell  and  convey  farms 
or  farm  lands  to  actual  settlers  “at  a  price  not  exceeding 
the  cost  of  said  property  to  the  board;”  (6)  to  enter  into 
all  agreements  and  to  make  and  execute  all  necessary 
deeds,  conveyances  and  documents;  and  (7)  to  make 
by-laws  and  regulations  to  facilitate  the  carrying  out 
of  the  provisions  of  the  act. 

A  settler  could  purchase  a  farm  of  the  board  under 
the  following  terms  and  conditions:  If  the  price  of  the 
farm  was  less  than  $1,000,  the  purchaser  had  to  pay 
down  25  per  cent  of  the  purchase  price;  when  the  price 
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was  in  excess  of  $1,000,  the  initial  payment  was  to  be 
35  per  cent  of  the  price.  The  balance  of  the  debt  was 
to  be  repaid  by  amortization  at  5  per  cent  interest  for 
periods  agreed  on  between  the  board  and  purchaser,  but 
“not  exceeding  ten  years  from  the  date  of  the  agreement 
to  purchase,  except  that  in  special  cases  an  extension 
of  two  years  may  be  given  by  unanimous  consent  of  the 
board.” 

In  the  case  of  forest  lands  which  were  unfit  for  lum¬ 
bering  purposes,  the  board  was  further  authorized  to 
divide  the  land  into  farm  units,  to  clear  part  of  the  land 
not  exceeding  ten  acres  of  a  hundred-acre  unit,  to  erect 
a  house  and  necessary  buildings  on  each  unit,  “and  to 
sell  the  same  to  actual  settlers  at  a  price  sufficient  to 
cover  the  cost  of  survey  and  the  improvements  made 
thereon.” 

In  case  of  default  by  any  purchaser  in  making  pay¬ 
ments  or  in  fulfilling  any  conditions  of  the  agreement, 
the  board  has  the  right  to  take  possession  of  the  prop¬ 
erty  by  giving  one  month’s  notice  in  writing.  When 
property  is  thus  taken  over  by  the  board,  it  may  be 
again  sold  as  in  the  first  instance,  the  defaulting  pur¬ 
chaser  having  no  recourse  at  law  or  in  equity,  though 
he  may  lay  any  claim  before  the  lieutenant-governor 
whose  decision  in  the  matter  is  final.  When  a  default 
in  payment  is  due  to  unfortunate  conditions  over  which 
the  debtor  has  no  control,  he  is  given  the  utmost  con¬ 
sideration,  encouragement,  and  assistance  by  the  Farm 
Settlement  Board. 

In  order  to  carry  out  the  provisions  of  this  act,  the 
lieutenant-governor  was  authorized  to  borrow  $100,000 
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for  twenty  years  at  4  per  cent  interest  a  year,  or,  if 
deemed  more  desirable,  “to  issue  annual  installment 
bonds  to  the  amount  of  $5,000  each  year  covering  the 
period  of  twenty  years.”  The  plan  of  borrowing  $100,000 
was  adopted,  and  this  loan  with  interest  was  to  be  repaid 
as  follows: 

There  was  to  be  set  aside  and  invested  annually  the 
sum  of  $5,000  for  the  period  of  twenty  years  out  of  the 
current  revenues  of  the  province  to  pay  the  principal 
of  the  loan;  the  interest  accruing  on  these  sums  annually 
set  aside  was  to  be  used  to  pay  the  interest  on  the  debt 
so  far  as  it  would  go,  any  deficiency  of  interest  to  be 
paid  from  current  provincial  revenues. 

All  sums  of  money  received  by  the  board  for  land 
sold  and  as  interest  on  loans  to  settlers  were  to  be  again 
invested  in  the  purchase  of  lands,  the  erection  of  build¬ 
ings,  and  the  making  of  improvements.  The  sum  of 
$100,000,  therefore,  was  really  a  permanent  revolving 
fund  established  by  the  province  of  New  Brunswick. 
Notwithstanding  these  efforts  to  encourage  the  settle¬ 
ment  of  farm  lands  and  to  make  it  easier  for  settlers 
with  limited  means  to  become  resident  farm  owners 
within  ten  years,  no  great  benefits  have  accrued  to  the 
province  from  this  legislation,  probably  because  the  ten- 
year  period  is  altogether  too  short  for  repaying  loans 
under  ordinary  farming  conditions  within  so  short  a  time 
because  the  installments  on  loans  are  correspondingly 
large  and,  therefore,  harder  to  meet  from  the  average 
farm  income. 

Farm  settlers’  loans  as  provided  for  by  the  act  of  1912 
is  the  only  system  of  farm  mortgage  credit  utilized  in 
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connection  with  the  settlement  and  development  of  farm 
lands  in  the  province  of  New  Brunswick. 

Nova  Scotia. 

The  legislature  of  Nova  Scotia  passed  a  law  in  1912 
entitled  “An  Act  for  the  Encouragement  of  Settlers  on 
Farm  Lands.”  Amendments  to  this  act  were  made  in 
1913,  1915,  and  1919,  the  amendment  in  the  last-named 
year  extending  the  time  of  loans  from  fifteen  to  thirty 
years. 

Nova  Scotia  had  no  public  lands  suitable  for  agricul¬ 
ture,  so  the  aid  afforded  settlers  took  the  form  of  loans 
for  the  purchase  of  privately  owned  lands  for  farming 
purposes,  free  expert  services  of  an  official  farm  appraiser, 
and  advice  concerning  the  method  of  obtaining  title  to 
farms.  While  this  legislation  was  designed  primarily 
to  encourage  new  immigrants  from  the  British  Isles  to 
become  landowners,  its  benefits  were  also  open  to  resi¬ 
dents  who  desired  to  buy  farm  lands  or  improve  present 
holdings. 

The  province  of  Nova  Scotia  does  not  make  loans 
direct  to  settlers.  Arrangements  are  made  with  estab¬ 
lished  companies  already  engaged  in  farm  mortgage  loans 
to  grant  advances  to  settlers  under  provincial  super¬ 
vision.  A  settler  who  wishes  to  borrow  of  a  mortgage 
company  has  to  pay  down  20  per  cent  of  the  appraised 
value  of  a  farm  and  have  enough  money  to  furnish  his 
home,  provide  stock  and  equipment,  and  maintain  his 
family  until  he  can  produce  an  income  from  the  farm. 

When  a  settler  desires  a  loan  under  this  act,  applica¬ 
tion  is  sent  to  the  Department  of  Industries  and  Immi- 
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gration.  Two  appraisals  of  a  farm  are  made — one  by 
a  provincial  appraiser,  the  other  by  an  appraiser  of  the 
loaning  company.  If  all  conditions  are  satisfactory, 
the  company  may  lend  the  applicant  not  to  exceed  40 
per  cent  of  the  appraised  value  of  a  farm,  taking  a  first 
mortgage  as  security.  To  thoroughly  experienced  farm¬ 
ers,  the  provincial  government  will  guarantee  to  the 
loaning  company  in  approved  cases,  if  necessary,  an 
additional  40  per  cent,  thus  making  a  total  loan  by  the 
company  to  such  farmers  of  80  per  cent  of  the  appraised 
value  of  a  farm.  When  loans  are  made  under  provincial 
guarantee,  the  farms  are  inspected  from  time  to  time 
to  see  that  they  are  efficiently  operated  and  the  equip¬ 
ment  maintained  in  proper  condition. 

Repayment  of  loans  is  by  annual  installments  on  the 
amortization  plan.  The  rate  of  interest  charged  has 
varied  from  6  to  7  per  cent  according  to  the  condition 
of  the  money  market.  The  original  act  provided  for  a 
loaning  period  not  to  exceed  fifteen  years,  but  this  proved 
too  short  to  enable  the  average  settler  to  meet  promptly 
his  rather  large  annual  installment.  Consequently,  in 
1919  the  act  was  amended  to  increase  the  maximum 
loaning  period  to  thirty  years. 

So  long  as  installments  are  paid  promptly,  the  com¬ 
pany  can  not  call  in  a  loan  before  the  expiration  of  its 
term;  but  the  borrower  may  pay  off  his  debts  in  whole 
or  in  part  at  any  time.  If  a  borrower  finds  it  difficult 
at  first  to  make  payments  on  the  principal  of  his  debt, 
the  province  and  the  company  may  relieve  him  of  this 
obligation  for  a  period  not  exceeding  five  years,  though 
the  interest  must  be  paid  under  all  circumstances.  How- 
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ever,  this  does  not  furnish  a  great  measure  of  relief 
because,  in  the  case  of  amortized  loans,  the  payments  on 
principal  are  not  large  during  the  first  few  years. 

The  foregoing  plan  of  farm  mortgage  credit  has  been 
fairly  successful  in  Nova  Scotia.  A  large  number  of 
loans  have  been  made  and,  taking  all  things  into  con¬ 
sideration,  those  who  have  failed  to  meet  their  obliga¬ 
tions  have  been  exceedingly  few  in  number. 

Under  date  of  January  2, 1923,  the  Secretary  of  Indus¬ 
tries  and  Immigration  reported  that  very  few  loans  had 
been  made  during  the  preceding  three  years  for  the  reason 
that  borrowers  could  procure  loans  on  practically  the 
same  terms  from,  private  sources  as  from  the  province, 
the  only  difference  being  that  larger  sums  could  be  bor¬ 
rowed  under  the  provisions  of  the  Farm  Settlement  Act. 

Ontario. 

Ontario  passed  a  law  in  1916  to  encourage  land  settle¬ 
ment  by  authorizing  loans  to  settlers  in  the  more  unde¬ 
veloped  northern  and  northwestern  parts  of  the  province. 
Each  applicant  has  to  give  detailed  information  as  to 
the  land,  buildings,  live  stock,  equipment,  and  purposes 
of  his  proposed  loan.  The  main  purposes  for  which  loans 
may  be  granted  are  clearing  the  land,  erecting  buildings, 
making  other  necessary  improvements,  and  purchasing 
farm  implements  and  machinery.  The  maximum  loan 
to  a  settler  is  $500,  the  rate  of  interest  6  per  cent,  and 
the  terms  and  conditions  are  regulated  by  the  farm  loan 
commissioner.  The  security  is  a  first  mortgage  on  the 
land  only.  The  funds  for  making  loans  are  taken  out 
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of  the  provincial  treasury.  By  October  31,  1920,  more 
than  $500,000  had  been  loaned  to  settlers  under  this  act. 

In  1917  the  provincial  legislature  passed  what  is  known 
as  the  Farm  Loan  Act.  This  law  authorized  the  treas¬ 
urer  to  advance  funds  to  townships  in  Ontario  on  the 
security  of  township  debentures,  in  order  that  loans 
might  be  made  to  farmers  chiefly  for  providing  land 
drainage  and  other  permanent  improvements.  The  re¬ 
sults  of  this  enactment  have  been  relatively  insignificant. 

In  1920  Ontario  appointed  a  commission  to  make  a 
thorough  investigation  of  the  rural  credits  problems  with 
a  view  of  suggesting  a  plan  to  meet  the  needs  of  farmers 
in  both  short-time  and  long-time  credit.  The  report  of 
this  commission  was  made  in  October,  1920.  Its  recom¬ 
mendations,  however,  were  not  embodied  in  legislation. 
Nevertheless,  in  April,  1921,  the  legislature  passed  the 
Agricultural  Development  Act  whereby  the  province  of 
Ontario  undertook  to  establish  a  farm  mortgage  credit 
system  on  a  more  general  plan  than  had  hitherto  been 
attempted. 

The  provisions  of  this  act  are  carried  out  through  a 
board  of  three  persons  appointed  by  the  lieutenant- 
governor  in  council.  Funds  for  making  loans  are  pro¬ 
cured  by  the  sale  of  bonds  to  the  amount  of  $500,000 
and  debentures  based  on  the  security  of  first  moitgages 
on  farm  lands,  in  such  denominations  and  at  such  rates 
of  interest  as  the  Agricultural  Development  Board  may 
deem  proper.  The  lieutenant-governor  in  council  is 
given  power  to  authorize  the  treasurer  of  Ontario  to 
purchase  the  bonds  and  debentures  issued  by  the  board 
and  to  guarantee  their  payment  on  behalf  of  the  province 
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of  Ontario.  The  debentures  issued  may  not  exceed  the 
amount  of  mortgages  made  to  the  board  and  are  a  charge 
on  all  the  board’s  assets  and  revenues.  The  bonds  and 
debentures  thus  issued  are  also  lawful  investments  for 
municipal,  school,  and  trust  funds. 

Loans  may  be  made  in  any  sum  not  exceeding  $12,000, 
are  repayable  by  annual  amortization  installments  cov¬ 
ering  periods  of  three  to  five  years  on  farms  of  less  than 
fifty  acres,  but  in  no  case  for  a  longer  time  than  twenty 
years,  with  the  privilege  afforded  the  borrower  of  pre¬ 
paying  any  part  of  his  loan  on  any  installment-paying 
date.  While  the  law  itself  provides  no  interest  rate  on 
loans,  it  does  state  that  every  mortgage  shall  be  made 
in  accordance  with  “The  Short  Forms  of  Mortgages  Act,” 
and  as  that  act  calls  for  6  per  cent  interest,  that  is  the 
rate  at  which  loans  are  made  under  the  Agricultural 
Development  Act.  The  security  of  loans  is  a  first  mort¬ 
gage  on  farms  or  farm  lands,  though  the  board  may 
subsequently  accept  as  additional  security  for  any  loan 
a  life  insurance  policy  or  any  other  collateral  deemed 
satisfactory.  The  fees  and  expenses  of  borrowers  in 
procuring  a  loan  are  subject  to  regulation  by  the  Agri¬ 
cultural  Development  Board. 

The  purposes  of  loans  are:  (1)  To  acquire  land  for 
agricultural  purposes;  (2)  to  erect  necessary  farm  build¬ 
ings;  (3)  to  pay  off  charges  existing  against  land  at 
the  time  of  its  acquisition  by  the  borrower  under  a  will 
or  by  descent;  (4)  to  pay  off  encumbrances,  but  not  in 
excess  of  40  per  cent  of  the  appraised  value  of  the  prop¬ 
erty;  and  (5)  to  provide  tile  drainage.  If,  however,  the 
loan  is  not  extended  carefully,  economically,  or  for  the 
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purposes  specified  in  the  application,  or  if  the  security 
is  allowed  to  depreciate  in  value,  the  board  may  declare 
the  debt  immediately  due  and  payable. 

Every  applicant  for  a  loan  may  be  required  to  appear 
before  the  Agricultural  Development  Board,  or  before 
a  qualification  committee  composed  of  not  less  than  three 
persons,  two  of  whom  are  practical  farmers,  to  submit 
satisfactory  evidence  that  he  is  a  British  subject  twenty- 
one  years  of  age  or  over;  that  he  has  resided  in  Ontario 
for  at  least  three  years;  that  he  has  had  not  less  than 
three  years  of  practical  experience  in  farming  and  dis¬ 
played  average  ability  and  capacity;  that  he  is  of  good 
character;  and  that  he  is  actually  engaged,  or  intends 
to  engage,  in  cultivating  the  land  offered  as  security. 
If  all  these  conditions  are  satisfactory,  the  board  may 
make  a  loan  to  the  applicant  up  to  65  per  cent  of  the 
appraised  value  of  the  property. 

Payments  on  a  mortgage  are  applied  as  follows:  (1) 
The  interest  portion  of  an  installment  is  applied  to  the 
payment  of  interest  on  the  securities  issued  by  the  board ; 
and  (2)  the  portion  which  consists  of  principal  is  kept 
in  a  sinking  fund  for  the  redemption  of  the  board’s  securi¬ 
ties  as  they  become  due.  In  the  meantime  the  sinking 
fund  may  be  invested  in  securities  issued  or  guaranteed 
by  the  Dominion  of  Canada,  any  of  the  provinces,  or 
any  municipality  in  Ontario. 

The  first  annual  report  of  the  Agricultural  Develop¬ 
ment  Board  for  the  year  ended  October  31,  1922,  shows 
that  the  board  had  received  1,191  applications  for  loans, 
that  it  had  approved  636  loans  for  a  total  of  $2,040,605, 
and  that  458  loans  had  been  closed  and  178  were  still 
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pending.  The  purposes  for  which  loans  were  granted 
were  for  purchase  of  land  47  per  cent,  erection  of  build¬ 
ings  14  per  cent,  settling  estates  8  per  cent,  discharge  of 
mortgages  25  per  cent,  and  drainage  6  per  cent. 

Financially  considered,  the  province  is  regarded  as 
being  well  protected  in  that  against  outstanding  bonds 
amounting  to  $200,000  and  debentures  to  the  amount 
of  approved  loans,  the  board  will  have  mortgages  on  good 
Ontario  lands  aggregating  a  total  value  of  $4,693,604. 

Prince  Edward  Island. 

In  January,  1923,  the  Secretary  of  Agriculture  re¬ 
ported  that  there  was  no  law  in  the  province  of  Prince 
Edward  Island  dealing  with  the  subject  of  loans  to 
farmers  on  mortgage  security. 

Quebec. 

There  are  on  the  statute  books  of  Quebec  various  acts 
authorizing  municipalities  to  borrow  money  with  which 
to  make  loans  to  farmers  for  land  drainage  and  such 
improvements.  Of  a  more  general  character  relating 
to  rural  life  are  the  colonization,  road  construction,  and 
drainage  acts.  However,  this  province  has  established 
no  system  of  farm  mortgage  credit.  The  chartered  banks 
and  their  branches,  of  which  there  are  together  about 
1,200  in  the  various  towns  and  villages,  are  the  only 
means  of  affording  loans  to  farmers  on  land  security. 
As  a  rule,  the  terms  and  conditions  of  loans  are  favorable 
enough,  although  the  farmers  of  Quebec  have  complained 
that  they  sometimes  have  difficulty  in  obtaining  mort¬ 
gage  loans  from  banks  for  long  enough  periods  to  meet 
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their  needs.  It  is  not  at  all  unlikely,  therefore,  that 
this  province,  which  covers  a  large  agricultural  area 
and  is  one  of  the  oldest  in  the  Dominion,  will  sooner 
or  later  fall  in  line  and  devise  a  system  of  mortgage 
credit  for  farmers  in  order  to  maintain  agricultural 
production  within  her  borders  to  supply  the  demands  of 
her  increasing  population. 

In  this  connection  it  may  be  noted  that  recently  the 
provincial  department  of  agriculture  was  authorized  to 
make  advances  of  money  without  interest,  for  a  period 
not  exceeding  five  years,  to  owners  who  had  established 
model  farms  for  the  purchase  of  implements,  cattle,  and 
other  operating  capital.  This  is  a  form  of  rural  credits 
intermediate  between  mortgage  and  ordinary  personal 
credit,  but  it  shows  a  growing  tendency  toward  providing 
means  for  encouraging  the  development  of  agriculture 
within  the  province  of  Quebec  by  means  of  government 
aid. 


PUBLIC  AND  PRIVATE  FARM  MORTGAGE  CREDIT 

The  Canadian  government  has  not  yet  established  a 
federal  farm  mortgage  credit  system  which  may  be  used 
by  all  farmers.  For  several  years,  however,  the  Dominion 
of  Canada  has  been  making  serious  efforts  to  assist 
ex-service  men  to  settle  on  the  land. 

The  Canadian  Land  Settlement  Act. 

An  act  was  passed  by  the  Dominion  parliament  in 
.August,  1917,  and  put  into  operation  in  February,  1918, 
by  the  appointment  of  the  Soldier  Settlement  Board 
composed  of  three  commissioners.  This  act  had  for  its 
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objects  primarily  the  extension  of  agriculture  and  the 
reinstatement  of  returning  ex-service  men  in  civil  life. 
Certain  provisions  are  made  to  encourage  men  returning 
from  active  service  in  the  great  European  war,  who  were 
desirous  and  capable  of  farming,  to  take  up  free  public 
land  for  this  purpose.  They  are  expected  to  practice 
agriculture  as  their  permanent  means  of  livelihood.  In 
this  regard  land  settlement  and  productive  farming  are 
essential  to  enable  soldier  settlers  to  reap  the  benefits  of 
the  act. 

The  main  features  of  this  law  are  briefly  as  follows: 
The  privileges  of  the  act  are  confined  to  those  who  as 
British  subjects  had  served  in  the  naval  or  military 
forces  of  Canada,  of  the  United  Kingdom,  or  any  of  the 
allies  during  the  war,  and  who  had  left  the  service  with 
an  honorable  record,  or  who  had  been  honorably  dis¬ 
charged.  The  widow  of  any  such  person  who  had  died 
on  active  service  was  also  included.  At  the  request  of 
the  Soldier  Settlement  Board,  the  Minister  of  the  Interior 
could  grant  to  any  settler  recommended  by  the  board 
a  free  entry  for  not  more  than  one  hundred  and  sixty 
acres  of  public  land,  and  that  Dominion  lands  should 
be  reserved  for  a  period  of  three  years  for  this  purpose. 

The  original  act  provided  that  the  board  may  loan 
to  a  settler  of  this  class  an  amount  not  exceeding  $2,500 
for  any  or  all  of  the  following  purposes:  (1)  The  acquir¬ 
ing  of  land  for  agricultural  uses;  (2)  the  payment  of 
incumbrances  on  lands  used  for  farming;  (3)  the  im¬ 
provement  of  agricultural  land ;  (4)  the  erection  of  farm 
buildings;  (5)  the  purchase  of  live  stock,  machinery,  and 
equipment;  and  (6)  such  other  purposes  as  the  board 
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may  approve.  The  rate  of  interest  on  loans  was  fixed  at 
5  per  cent,  the  loans  with  interest  being  made  repayable 
by  annual  installments  over  periods  not  exceeding  twenty 
years.  In  1919  the  act  was  amended  to  provide  a  max¬ 
imum  loan  of  $7,500  repayable  in  twenty-five  years  so 
far  as  land  and  permanent  improvements  are  concerned. 

This  system  of  farm  mortgage  credit  provides  for  direct 
government  aid.  Funds  for  loans  are  advanced  to  the 
board  from  the  Dominion  treasury.  Sums  loaned  to 
settlers  are  not  made  directly  in  cash,  but  in  the  form 
of  payments  for  material,  equipment,  improvements,  or 
any  other  of  the  above-named  purposes,  so  that  all  money 
loaned  to  returned  soldiers  is  expended  under  supervision 
of  the  board. 

In  determining  the  amount  which  may  be  loaned  on 
any  farm,  three  things  are  taken  into  consideration: 
(1)  The  agricultural  productiveness  of  the  land;  (2)  the 
commercial  value  of  any  other  security  given;  and  (3) 
the  ability  of  the  applicant  to  earn  from  the  land  a  fair 
living  for  himself  and  family,  after  making  all  interest 
and  other  payments  which  may  become  due  on  his  loan. 

A  certain  flexibility  is  given  to  this  act  because  no 
rigid  ratio  is  set  up  between  the  value  of  the  security 
and  the  amount  of  a  loan.  The  board  must  be  satisfied 
that  the  value  of  the  security  justifies  the  loan  granted, 
the  value  of  the  property  offered  as  security  being  deter¬ 
mined  by  inspection  and  appraisal.  The  amount  which 
may  be  loaned  to  any  settler,  while  based  primarily  on 
the  judgment  of  the  Soldier  Settlement  Board,  is  never¬ 
theless  dependent  on  the  appraised  value  of  the  property. 
Thus,  if  an  applicant  owned  an  unencumbered  farm 
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valued  at  $7,500,  the  board  may  authorize  a  loan  thereon 
of  $4,500,  $5,000,  or  even  a  larger  sum  if  other  conditions 
proved  satisfactory.  It  is  this  flexibility  which  is  unique 
in  the  Canadian  system  of  financing  land  settlement 
and  agricultural  development  by  ex-service  men. 

Canada,  like  the  United  States,  experienced  a  great 
fall  in  the  prices  of  farm  products  in  the  latter  part  of 
1920  and  during  1921.  Many  soldier  settlers  were  unable 
to  meet  the  payments  on  their  debts  to  the  government. 
There  was,  consequently,  a  very  strong  demand  for 
re-valuation  of  both  land  and  chattels  in  order  to  reduce 
the  debts  of  settlers,  the  larger  part  of  the  men  having 
begun  farming  in  1919  and  1920  when  prices  of  farm 
products  were  abnormally  high  and  there  prevailed  a 
more  or  less  boom  in  agriculture.  The  collapse  of  market 
prices  in  the  fall  of  1920  had  an  adverse  effect  on  agri¬ 
culture  generally  and  the  prices  of  live  stock  in  par¬ 
ticular  declined  greatly.  These  same  conditions  also 
depressed  to  some  extent  the  market  value  of  land. 

While  re-valuation  of  land  and  chattels  under  govern¬ 
ment  loans  was  not  accepted  by  the  Dominion  parlia¬ 
ment  because  of  the  financial  loss  it  would  have  caused 
the  government,  legislation  was  enacted  in  June,  1922, 
amending  the  Soldier  Settlement  Act  of  1919,  to  relieve 
the  borrower  to  some  extent  by  consolidation  of  short- 
time  loans,  the  maximum  period  of  which  had  been  six 
years,  with  long-time  land  mortgage  loans  and  making 
both  kinds  of  loans  repayable  in  twenty-five  annual 
installments.  Moreover,  as  a  still  further  measure  of 
relief,  those  who  had  settled  on  farms  prior  to  October, 
1919,  were  granted  an  interest  exemption  for  four  years 
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dating  from  October  1,  1922,  on  the  consolidated  loans; 
those  who  had  settled  subsequently  but  prior  to  October, 
1920,  were  granted  three  years’  exemption  of  interest; 
and  those  who  had  settled  subsequently  but  prior  to 
October,  1921,  were  granted  two  years’  exemption  of 
interest.  This  was  real  financial  relief,  because  interest 
payments  are  large  during  the  first  few  years  of  repaying 
an  amortized  loan. 

The  effect  of  the  consolidation  of  loans  was  not  only 
greatly  to  extend  the  period  of  short-time  loans  from  six 
to  twenty-five  years,  but  also  to  treat  all  settlers  estab¬ 
lished  prior  to  October,  1921,  as  though  they  had  pro¬ 
cured  a  loan  for  a  period  of  twenty-five  years  dating 
from  October  1, 1922.  That  is  to  say,  settlers  established 
in  1919  really  have  twenty-eight  years  within  which  to 
repay  their  consolidated  loans;  those  in  1920  have 
twenty-seven  years;  and  those  in  1921  have  twenty-six 
years. 

Results  of  the  Soldier  Settlement  Act. 

Statistical  and  other  data  showing  the  most  important 
results  of  the  operation  of  the  Soldier  Settlement  Act 
to  October  31,  1922,  are  briefly  as  follows: 

Of  28,680  ex-service  men  who  had  settled  on  the  land, 
22,281  had  been  granted  government  loans  aggregating 
$92,336,443.  Of  this  amount  $15,827,101  had  been  repaid. 
The  land  area  occupied  totaled  5,437,449  acres,  of  which 
1,484,000  acres  were  under  cultivation.  Approximately 
14,000  men,  or  about  50  per  cent,  had  taken  up  raw 
lands,  and  they  had  broken,  cleared,  or  brought  under 
cultivation  about  600,000  acres.  The  average  size  of 


274  Farm  Credits  in  the  United  States  and  Canada 

occupied  farms  was  176  acres.  The  average  cost  of 
farms  was  $20.62  an  acre,  and  represents  a  total  saving 
on  land  purchased  for  settlers  from  private  sources  of 
$4,096,944. 

The  cost  of  all  live  stock  purchased  for  settlers  under 
this  law  was  $12,851,240;  the  cost  of  implements  $19,- 
373,444.  The  saving  of  settlers  on  live  stock  and  equip¬ 
ment  amounted  to  $1,063,611. 

As  a  result  of  the  combined  operation  of  land,  labor, 
and  capital  by  soldier  settlers,  they  produced  farm  crops 
in  1921  worth  four  million  dollars  more  than  the  value 
of  the  total  agricultural  production  of  the  entire  province 
of  Prince  Edward  Island,  and  they  contributed  to  railway 
freight  receipts  of  Canada  more  than  $4,500,000  from 
exportable  farm  products.  The  Canadian  Pacific  Rail¬ 
way  estimated  that  each  new  settler  is  worth  to  the 
railroads  $730  a  year.  On  this  basis,  when  the  average 
development  of  land  has  taken  place,  it  has  been  esti¬ 
mated  that  the  newly-settled  lands  will  provide  Canadian 
railroads  an  income  of  approximately  $10,000,000  a  year. 

The  success  of  this  plan  of  making  farm  mortgage 
loans  with  government  funds  is  shown  by  the  fact  that, 
after  more  than  four  years’  operation,  only  13.5  per 
cent  of  settlers  thus  established  in  agricultural  pursuits 
had  abandoned  their  holdings,  and  this  percentage  in¬ 
cludes  farms  abandoned  as  a  result  of  the  death  or  ill 
health  of  the  settler.  Actual  failures  have  been  less 
than  10  per  cent.  Since  repayment  of  loans  began,  70 
per  cent  of  borrowers  have  made  substantial  repayments 
each  year  on  their  loans.  An  examination  of  the  affairs 
of  soldier  settlers  shows  that  approximately  45  per  cent 
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have  so  increased  the  value  of  their  holdings  that  they 
may  now  be  considered  as  permanently  established  on 
the  land;  while  548  borrowers  have  repaid  their  loans 
in  full. 

The  cost  to  the  public,  including  office  administration, 
collections,  legal  services,  land  appraisals,  and  all  work 
usually  carried  on  by  money-lending  companies,  exclud¬ 
ing  field  supervision,  has  aggregated  $745,780  a  year,  or 
.81  of  1  per  cent  of  the  amount  of  approved  loans.  This 
administrative  cost  is  possibly  lower  than  that  of  the 
average  company  which  makes  loans  on  farm  mortgage 
security.  Field  supervision  is  maintained  for  the  purpose 
of  aiding  in  establishing  permanent  farm  settlement  by 
ex-service  men.  Its  cost  was  $654,220,  or  about  .07  of 
1  per  cent  of  the  investment. 

When  settlers  have  failed  and  foreclosure  has  been 
necessary,  the  board  has  been  able  to  sell  the  farms  with¬ 
out  financial  loss  in  the  aggregate.  Of  lands  foreclosed 
and  unsold,  a  large  part  are  Dominion  property  and  will 
result  in  no  financial  loss  in  the  future. 

Private  mortgage-lending  institutions. 

Besides  the  provinces  and  the  Dominion  government, 
there  are  three  classes  of  privately  owned  institutions — 
life  insurance  companies,  trust  companies,  and  loan  cor¬ 
porations — which  make  loans  on  farm  mortgage  security. 
These  organizations,  together  with  private  individuals 
and  trustees,  supply  the  necessary  credit  to  borrowers 
on  the  security  of  farms  and  farm  lands. 

It  will  be  noted  that  banks  are  not  included  in  the 
above  list  of  mortgage-lending  institutions.  The  reason 
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is  that  Canadian  chartered  banks  are  not  permitted  by 
law  to  lend  money  on  the  security  of  rural  or  urban  real 
estate.  They  may,  however,  at  a  date  subsequent  to  a 
loan,  accept  a  mortgage  on  real  estate  as  additional 
security.  Only  in  this  very  indirect  way  can  chartered 
banks  of  Canada  become  an  aid  in  financing  the  great 
industry  of  agriculture. 

This  limitation  of  credit  functions  on  the  part  of  char¬ 
tered  banks  seems  unfortunate  in  view  of  the  fact  that 
Canada  is  primarily  an  agricultural  country  with  the 
rural  population  still  slightly  in  excess  of  the  urban. 
The  census  of  1921  shows  4,436,041  persons  living  in 
rural  districts  as  against  4,352,442  in  towns  and  cities; 
but  during  the  years  1911  to  1921  the  rural  population 
increased  only  502,345,  while  the  urban  increased  1,079,- 
495.  This  shows  a  rather  rapid  tendency  toward  urbani¬ 
zation  in  Canada.  In  fact,  while  the  line  of  demarcation 
between  rural  and  urban  population  is  not  uniformly 
drawn  throughout  the  Dominion,  statistics  covering  by 
decades  the  years  1891  to  1921,  inclusive,  show  that 
within  the  last  two  decades  urban  communities  absorbed 
somewhat  over  two-thirds  of  the  total  increase  in  popu¬ 
lation,  with  the  result,  as  shown  above,  that  the  urban 
population  of  Canada  in  1921  was  nearly  equal  to  the 
rural. 

It  was  this  process  of  urbanization  in  Canada  which 
led  to  government  efforts  to  increase  land  settlement  and 
encourage  agricultural  development.  However,  chartered 
banks  have  been  unable  to  enter  the  field  of  farm  mort¬ 
gage  credit.  Consequently,  the  mortgage-lending  insti- 
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tutions  have  had  it  all  their  own  way,  but  they  devoted 
their  funds  to  loans  on  both  urban  and  rural  real  estate. 
The  latest  figures  available  show  that  in  1920  life  insur¬ 
ance  companies  had  loaned  over  $133,000,000  and  trust 
companies  $22,625,000  on  real-estate  mortgages. 

What  proportion  of  these  loans  was  made  on  farm 
mortgage  security  is  not  known  because  the  lending  com¬ 
panies  themselves  issue  no  differentiated  statement  to 
that  effect.  Moreover,  the  Dominion  government,  in 
taking  the  census  of  agriculture,  does  not  gather  statis¬ 
tics  of  mortgage  indebtedness  on  farms.  It  is  known, 
however,  that  the  loan  corporations,  which  were  origi¬ 
nally  building  and  savings  societies,  had  outstanding  in 
1920  loans  aggregating  $143,946,778,  of  which  probably 
a  large  part  was  on  farm  mortgages.  In  1867  five-sixths 
of  the  loans  of  the  Canada  Permanent  Building  and  Sav¬ 
ings  Society  were  made  upon  improved  farms.  While 
this  proportion  has  doubtless  not  been  maintained  by 
other  loan  corporations,  it  is  a  fact  that,  up  to  the  year 
1890,  the  demand  for  farm  mortgage  loans  in  Ontario 
had  absorbed  a  large  share  of  the  available  funds  of  all 
loan  corporations. 

After  the  year  1900,  however,  the  demand  for  farm 
mortgage  loans  in  Ontario  rapidly  declined  owing  to  the 
improved  financial  standing  of  farmers  in  that  province 
and  also  to  the  fact  that  funds  of  private  individuals 
were  largely  invested  in  farm  mortgages.  The  loan  cor¬ 
porations,  therefore,  turned  to  the  western  provinces  of 
Canada  for  the  enlargement  of  their  field  of  investment. 
The  flow  of  immigration  into  those  new  and  fertile  dis- 
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tricts,  and  the  rapid  development  of  the  agricultural  pos¬ 
sibilities  of  the  prairie  provinces,  were  the  means  of 
readily  absorbing  all  available  funds  which  the  lending 
companies  could  divert  to  that  part  of  the  country  at 
interest  rates  ranging  anywhere  from  6  to  9  per  cent  a 
year.  Since  the  western  provinces  were  almost  entirely 
agricultural,  it  is  more  than  likely  that  the  great  bulk  of 
the  loans  were  made  on  farm  mortgages.  The  following 
tabulation  gives  the  amount  of  loans  outstanding  in  the 
various  provinces  in  1920,  which  had  been  made  by  all 
Canadian  loan  corporations: 


Western  Provinces 

Manitoba . $21,733,360 

Saskatchewan. .  24 , 468 , 981 

Alberta .  11,937,907 

British  Colum¬ 
bia .  6,223,912 


Total . $64,364,160 


Eastern  Provinces 

Ontario . $58,426,154 

Quebec .  17,995,459 

Nova  Scotia.  . .  2,116,732 

New  Brunswick  1 , 042 , 658 
Prince  Edward 
Island .  1,615 


Total . $79,582,618 


While  the  above  statement  gives  no  differentiation  of 
farm  mortgage  from  other  real-estate  loans,  the  fact  that 
the  largest  sums  outstanding  have  been  placed  in  what 
are  recognized  primarily  as  agricultural  provinces  indi¬ 
cates  that  farm  mortgage  loans  probably  exceed  the 
amounts  loaned  on  urban  real  estate.  In  a  communica¬ 
tion  from  the  secretary  of  The  Dominion  Mortgage  and 
Investments  Association  under  date  of  March  2,  1923,  it 
is  pointed  out  that  there  was  no  general  demand  for  farm 
loans  that  was  not  then  being  adequately  met  by  private, 
corporate,  and  public  agencies. 
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COMPARISON  AND  COMMENT 

The  foregoing  summary  of  the  various  methods  of 
promoting  agricultural  development  throughout  Canada 
leads  to  the  conclusion  that  farmers  have  been  well  sup¬ 
plied  with  mortgage  credit  in  the  past.  When  loan  cor¬ 
porations  and  other  lending  institutions  now  lend  on 
farm  mortgages,  it  is  usually  for  a  period  of  five  years 
and  at  6  per  cent  interest.  While  this  is  not  long  enough 
for  the  average  borrower  on  farm  mortgage  security, 
there  is  usually  no  difficulty  in  having  a  loan  renewed 
if  it  is  a  desirable  one.  Canadian  loan  corporations  do 
not  charge  a  commission  for  renewal  of  a  loan.  This  is 
accomplished  by  the  execution  of  a  simple  form  of  exten¬ 
sion  agreement  for  which  only  a  nominal  fee  is  chaiged. 
In  this  way  mortgage-lending  institutions  have  extended 
their  services  into  all  parts  of  Canada. 

Under  these  conditions,  the  best  farmers  have  had  no 
difficulty  whatever  in  procuring  all  the  mortgage  credit 
they  desired.  The  agitation  for  government  credit  arose 
rather  to  meet  the  needs  of  farmers  who  were  regarded 
by  lending  institutions  as  poor  risks.  From  the  private 
and  corporate  lender’s  point  of  view,  those  farmers  were 
not  able  to  get  credit  in  the  ordinary  way  because  the 
security  they  had  to  offer  and  their  own  personal  quali¬ 
fications  were  not  such  as  to  warrant  any  risk  being 
taken  by  lending  money  to  them. 

It  was  with  a  view  of  helping  this  class  of  farmers  that 
most  provincial  legislation  was  enacted  in  recent  years. 
However,  the  rate  of  interest  having  been  fixed  without 
regard  to  considerations  of  profit  and  loss,  which  must 
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be  considered  by  private  persons  and  lending  institutions, 
— farmers  readily  took  advantage  of  the  provincial  sys¬ 
tems  of  mortgage  credit  and  procured  larger  loans  than 
would  be  considered  safe  by  any  lending  company  or  as 
being  reasonably  within  the  bounds  of  the  average  bor¬ 
rower  to  repay.  This  is  the  opinion  of  the  secretary  of 
The  Dominion  Mortgage  and  Investments  Association. 

It  may  be  said,  however,  that  the  legislation  enacted 
by  the  various  provinces  aimed  to  enable  borrowers  to 
repay  their  loans  from  agricultural  production  by  pro¬ 
viding  reasonably  low  rates  of  interest,  long-time  mort¬ 
gages,  and  amortization  of  loans  by  annual  installments. 
The  last  is  particularly  advantageous  in  northern  regions 
where  climate  practically  compels  a  one-crop  system  of 
agriculture — that  is,  a  farmer  relies  on  some  particular 
crop  to  provide  a  main  money  income  once  a  year  and 
that  shortly  after  harvest.  The  payment  of  interest 
annually  is  very  helpful  to  this  class  of  farmers. 

Notwithstanding  these  benefits  to  borrowers,  the  entry 
of  the  provinces  into  the  business  of  making  mortgage 
loans  has  been  severely  criticised  on  the  ground  that  it 
has  increased  taxation  and  undermined  the  security  of 
money-lending  institutions.  It  is  said  that  rural  credits 
legislation  and  other  enactments  for  the  improvement  of 
country  life  conditions  have  not  only  increased  taxes,  but 
they  have  created  public  charges  against  land  security 
which  are  given  priority  over  holders  of  registered  encum¬ 
brances  thereon  and  which  threaten  to  defeat  the  mort¬ 
gagee’s  title  when  farms  are  sold  for  non-payment  of 
taxes.  This  fact  has  caused  considerable  embarrassment 
to  farm  mortgage  companies  and  other  lending  agencies, 
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particularly  in  western  Canada.  The  effect  is  being  felt 
by  the  provinces  themselves  as  well  as  by  the  individual 
borrowers  because  of  the  reluctance  of  money-lending 
institutions  to  make  further  farm  mortgage  loans  in  dis¬ 
tricts  in  which  they  are  subject  to  this  form  of  disability. 

Taking  a  broad  view  of  the  various  provincial  systems 
of  farm  mortgage  credit  which  have  been  outlined,  it  is 
evident  that  all  follow  in  general  the  principles  of  the 
federal  farm  loan  system  in  the  United  States.  At  the 
same  time  there  are  many  special  features  which  are 
really  in  advance  of  the  American  system  of  farm  mort¬ 
gage  credit.  Most  of  the  provinces,  for  example,  provide 
for  annual  payments  on  loans,  a  distinct  advantage  to 
borrowers  in  a  country  where  climate  is  so  vital  a  factor 
in  limiting  crop  and  live-stock  production.  In  one  prov¬ 
ince  again  loans  can  be  made  up  to  60  per  cent  of  the 
appraised  value  of  the  farm,  including  buildings  and 
improvements. 

The  one  outstanding  feature  of  the  Canadian  provin¬ 
cial  systems  of  farm  mortgage  credit  is  the  guaranty  by 
the  respective  provinces  of  the  bonds  and  other  securities 
sold  for  the  purpose  of  procuring  funds  to  lend  to  farmers. 
This  renders  these  systems  strictly  provincial  in  char¬ 
acter  and  gives  them  a  soundness  and  stability  equal  to 
the  credit  of  the  provinces  themselves.  Moreover,  the 
matching  of  bonds  and  mortgages  is  more  widely  prac¬ 
ticed  by  the  Canadian  provinces  than  by  either  the  fed¬ 
eral  or  joint  stock  land  banks  in  the  United  States.  The 
period  of  loans  and  the  redemption  period  of  bonds  more 
nearly  conform,  so  that  there  will  be  little  or  no  funds 
to  be  raised  by  the  sale  of  other  bonds  when  the  first 
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issues  become  due  and  payable.  The  ideal  plan  is  that 
set  forth  in  the  Manitoba  Farm  Loans  Act  of  1917,  which 
provides  for  meeting  the  expenses  of  the  system,  the  pay¬ 
ment  of  interest  on  bonds,  and  their  final  redemption 
through  the  operation  of  the  system  itself.  That  is,  the 
system  is  made  self-supporting  without  government  aid. 

In  like  manner,  the  interests  of  farmers  as  debtors  are 
not  overlooked.  While  it  is  true  that  some  of  the  mea¬ 
sures  provided  against  neglectful  or  defaulting  borrowers 
are  extremely  harsh,  nevertheless  in  British  Columbia 
the  law  makes  provision  for  turning  over  to  the  mort¬ 
gagor  any  balance  remaining  from  the  sale  or  lease  of 
a  foreclosed  farm.  This  is  a  step  in  the  right  direction 
from  the  standpoint  of  equity  and  justice.  In  fact,  it  is 
probably  the  most  progressive  feature  of  the  many  good 
points  of  these  laws  which  aim  to  lighten  the  burdens  of 
a  farmer  who  has  a  mortgage  on  his  farm. 

Whether  the  subject  is  regarded  from  the  viewpoint 
of  experience  in  either  the  United  States  or  in  Canada, 
it  is  evident  that  government  aid  in  behalf  of  farm  mort¬ 
gage  credit  has  both  advantages  and  disadvantages. 
Even  the  farmer  himself,  who  is  nominally  the  recipient 
of  the  benefits  of  the  government  systems,  has  not  only 
to  bear  the  loss  of  income  which  is  represented  by  annual 
interest  payments  on  his  debt,  but  as  landowner  he  is 
also  taxpayer,  and,  as  such,  has  to  pay  his  proportionate 
share  of  government  expenditures.  Neither  Canadian 
nor  American  farmers  can  stand  forever  the  two  com¬ 
pulsory  drains  on  income  of  interest  and  taxes.  Both 
constitute  pressing  problems  of  finance  and  government. 
They  bring  thoughtful  students  of  rural  credits  in  the 
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two  great  agricultural  countries  of  Canada  and  the 
United  States  face  to  face  with  problems  which  still 
remain  unsolved  notwithstanding  so  many  recent  legis¬ 
lative  efforts  to  place  the  great  industry  of  agriculture 
on  a  sound  financial  foundation. 


PART  II 


SHORT-TIME  AND  INTERMEDIATE  CREDIT  IN 
THE  UNITED  STATES  AND  CANADA 


CHAPTER  XIV 


AVAILABILITY  OF  SHORT-TIME  CREDIT  FOR 

FARMERS 

By  far  the  more  important  problem  in  farm  finance  is 
that  of  short-time  and  intermediate  credit.  Commercial 
banks  make  loans  usually  to  business  men  for  periods 
ranging  from  thirty  to  ninety  days,  at  the  end  of  which 
time  it  is  expected  that  the  notes  given  as  evidence  of 
indebtedness  will  be  paid.  Since  the  turnover  in  most 
business  houses  is  completed  within  three  or  four  months, 
the  time  of  loans  is  regulated  accordingly.  When  the 
note  becomes  due,  it  is  usually  paid  and  that  transaction 
is  closed. 

Such  a  short  period  of  time  is  ill  adapted  to  the  agri¬ 
cultural  industry.  It  takes  at  least  six  months  to  raise 
a  crop  of  staple  farm  products,  and  no  loan  is  of  much 
use  to  a  farmer  for  a  shorter  period  of  time. 

A  farmer  produces  to  sell.  That  takes  time  also. 
Unless  the  market  is  to  be  glutted  with  an  over-supply 
of  farm  products,  thereby  bringing  down  the  price  per¬ 
haps  below  the  cost  of  production,  it  is  important  for  the 
farmer  that  short-time  loans  in  many  cases  be  for  at 
least  nine  months.  So  far  as  agriculture  is  concerned, 
production  and  marketing  of  crops  and  live  stock  can 
hardly  be  separated  in  thought;  and,  for  the  welfare 
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of  the  farmer  borrower  particularly,  a  much  longer 
time  than  commercial  banks  are  accustomed  to  grant 
is  required  properly  to  finance  his  industry. 

DEFINITION  OF  TERMS 

Short-time  or  personal  credit  has  long  been  distin¬ 
guished  from  long-time  or  mortgage  credit  for  three 
reasons:  (1)  The  kind  of  security  required;  (2)  the 
amount  of  the  loan;  and  (3)  the  length  of  time  a  loan 
may  run. 

Short-time  loans  are  seldom  based  on  land  security, 
though  the  character  of  a  borrower  and  the  risk  attached 
to  his  particular  line  of  agriculture  sometimes  compel  a 
creditor  to  require  a  mortgage  on  land  as  security  for  a 
personal  loan.  As  a  general  rule,  however,  the  security 
for  short-time  loans  may  be  chattel  mortgage  on  equip¬ 
ment,  live  stock,  and  farm  products,  warehouse  receipts 
for  staple  crops,  or  personal  notes  with  or  without  in¬ 
dorsements. 

In  the  second  place,  short-time  or  personal  loans  are 
not  usually  for  as  large  amounts  of  credit  as  land  mort¬ 
gage  loans.  It  is  expected  by  a  borrower  that  his  short- 
time  loan  will  be  repaid  from  the  proceeds  received  from 
the  sale  of  his  crops  or  live  stock,  and  the  sum  borrowed 
or  the  amount  of  credit  advanced  is  based  on  that  con¬ 
tingency.  This  is  quite  different  from  loans  based  on 
land  security,  the  purposes  of  such  borrowing  being  to 
buy  more  land  or  to  make  improvements  of  a  more  or 
less  permanent  character,  which  require  larger  expendi¬ 
tures  with  no  prospect  of  immediate  returns  thereon. 

And,  lastly,  the  time  of  short-time  loans  has  generally 
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been  six  months  as  compared  with  five  years  on  farm 
mortgage  loans.  The  difference  in  time  is  one  of  the  dis¬ 
tinguishing  marks  between  “personal”  and  “mortgage” 
loans,  and  it  has  been  indicated  in  rural  credits  literature 
by  the  contrasted  terms  “short-time”  and  “long-time”  to 
indicate  basicly  the  character  of  the  security  rather  than 
any  specified  period  of  time. 

Within  the  past  three  years  there  has  arisen  the  new 
term  of  “intermediate”  credit.  This  indicates  any  speci¬ 
fied  time  between  six  months  and  three  years  as  the 
minimum  and  maximum  limits.  It  arose  from  a  demand 
for  a  longer  period  of  time  on  certain  agricultural  loans, 
such  as  the  rearing  and  fattening  of  cattle  for  market, 
than  the  usual  six  or  nine  months.  Cattlemen  par¬ 
ticularly  were  clamorous  for  three-year  loans  based  on 
chattel  security  in  order  to  avoid  the  necessity,  annoy¬ 
ance,  and  extra  cost  of  renewing  loans  every  six  months 
or  so.  The  latest  legislation  on  rural  credits,  the  Agri¬ 
cultural  Credits  Act  of  1923,  is  based  on  this  contention 
and  a  new  era  in  the  field  of  farm  finance  was  definitely 
inaugurated  with  that  legislation.  A  brief  outline  of  the 
provisions  of  that  act  and  its  results  will  be  presented 
later. 

For  the  sake  of  convenience,  then,  the  agricultural 
industry  is  divided  into  crop  and  animal  production,  and 
the  period  and  amount  of  a  loan,  its  rate  of  interest,  and 
the  privilege  of  renewal  depend  on  whether  a  farmer  is 
engaged  in  crop  or  live-stock  production. 

As  stated  before,  in  the  case  of  crop  production,  short- 
time  loans  in  the  past  have  generally  run  for  a  period 
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of  six  months.  In  the  cattle-loaning  business,  however, 
while  a  six-months’  loan  may  be  long  enough  ordinarily 
for  “feeding  out”  or  preparing  a  bunch  of  cattle  for 
market,  this  period  would  be  too  short  for  stockers  and 
breeders  of  cattle.  Consequently,  loans  may  be  made 
for  nine  months,  twelve  months,  two  years,  or  even  longer 
with  the  understanding  that  they  will  be  renewed  if 
desired.  The  latter  would  be  classed  as  “intermediate” 
loans.  Usually,  however,  when  a  renewal  is  anticipated, 
a  contract  may  be  made  for  a  higher  rate  of  interest  in 
case  a  renewal  is  necessary. 

Under  the  guidance  of  the  state  agricultural  colleges, 
a  sound  foundation  is  being  laid  for  short-time  and  inter¬ 
mediate  loans  for  farmers.  The  terms  and  conditions  of 
these  loans  vary  with  the  kind  of  production.  The  gen¬ 
eral  plan  of  short-time  farm  credit,  as  now  advocated, 
rests  entirely  on  sound  business  principles  and  requires 
of  the  farmer,  among  other  things,  that  he  keep  books, 
have  a  checking  account  at  a  local  bank,  meet  his  obli¬ 
gations  promptly,  have  a  limited  number  of  creditors, 
and  not  be  given  to  the  practice  of  indorsing  other  men’s 
notes. 

Many  banks,  trust  companies,  and  cattle-loan  com¬ 
panies  in  various  states  are  cooperating  with  the  agri¬ 
cultural  colleges  in  carrying  out  this  program.  The  result 
has  been  a  gradual  stabilizing  of  short-time  farm  loans 
and  a  steadier  source  of  funds  for  lending  purposes. 
Loans  are  made  to  farmers  on  the  same  basis  as  loans 
to  business  men,  the  object  being  to  bring  about  more 
satisfactory  relations  between  borrower  and  lender. 
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EXTENT  OF  BANK  CREDIT 

From  the  latest  data  available  it  appears  that  the 
amount  of  new  short-time  loans  made  to  farmers  approxi¬ 
mates  $1,610,000,000  a  year.  This  fact  indicates  a  con¬ 
stantly  recurring  business  for  banks  and  institutions 
handling  this  class  of  loans.  Of  this  amount  of  credit 
granted  for  the  raising  of  crops  and  the  production  of 
live  stock,  national  banks  loan  about  $765,000,000,  or 
47^  per  cent;  while  state  and  all  private  banks  loan 
about  $845,000,000,  or  52x/2  per  cent.  This  means,  then, 
that  in  the  past  all  banking  institutions  have  annually 
done  an  enormous  short-time  loan  business  with  farmers 
during  the  producing  and  marketing  periods,  and  that 
this  line  of  credit  affords  a  vast  field  for  an  independent 
short-time  rural  credit  system. 

Annually  recurring  business  in  short-time  loans  does 
not  tell  the  whole  story.  Some  loans  are  carried  over  by 
renewals  and  because  the  time  of  repayment  of  others 
has  not  arrived  at  the  beginning  of  each  year.  Estimates 
have  been  made  of  the  total  amount  of  outstanding  short- 
time  loans  to  farmers  at  some  particular  time.  On  the 
basis  of  reports  made  by  13,540  banks  to  the  Comptroller 
of  the  Currency,  the  Department  of  Agriculture  esti¬ 
mated  that  the  banks  of  the  United  States  had  outstand¬ 
ing  on  January  1,  1921,  approximately  $3,869,891,415  in 
personal  and  collateral  short-time  loans  to  farmers.  For 
the  country  as  a  whole  76  per  cent  of  the  banks  reported 
that  they  had  some  business  transactions  with  farmers. 
In  the  west  south  central  states,  comprising  Arkansas, 
Louisiana,  Oklahoma  and  Texas,  88  per  cent  of  the  banks 
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did  farm  business.  The  lowest  percentage  reported  in 
any  geographic  division  was  45  per  cent  for  the  New 
England  states.  The  five  highest  percentages  by  states 
were  as  follows:  Arkansas,  95  per  cent;  Montana  and 
Oklahoma,  92  per  cent  each;  Kansas  and  North  Dakota, 
91  per  cent  each. 

The  following  table  gives  by  geographic  division  the 
estimated  total  amount  of  short-time  loans  and  the  aver¬ 
age  rates  of  interest  charged  by  banks  on  loans  of  $100 
or  more: 


Table  XIV. — Estimated  amount  of  short-time  loans  to  farmers  out¬ 
standing  on  January  1,  1921 


Total 

Interest 

Geographic  division 

short-time  loans 

rates  on 

to  farmers 

loans 

New  England . 

Per  cent 

Middle  Atlantic . 

6.43 

East  North  Central . 

o.Ul 

West  North  Central . 

1.552,987,613 

South  Atlantic . 

8.50 

East  South  Central . 

7.045 

West  South  Central . 

541,988,607 

7.83 

9.66 

9.64 

Mountain . 

Pacific . 

8.01 

The  above  data  on  the  amount  of  short-time  loans  to 
farmers  are  largely  guesses.  No  one  knows  at  any  par¬ 
ticular  time  the  amount  of  indebtedness  owed  by  farmers 
to  banks  in  the  United  States  on  personal  and  collateral 
loans  running  three,  six,  or  nine  months,  nor  is  this  fact 
so  material  as  the  cost  of  credit  to  borrowers.  A  debt 
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of  this  kind  is  part  of  the  expense  of  crop  and  live-stock 
production  and  it  is  expected  that  it  will  be  met  at  the 
end  of  the  period  from  the  gross  income  of  farm  opera¬ 
tions  besides  leaving  a  profit  to  the  borrower  as  wages 
and  interest  on  capital  investment  in  the  form  of  net 
income.  It  makes  no  difference  whether  a  farmer  owes 
$100  or  $1,000,  except  in  the  larger  amount  of  interest 
he  has  to  pay,  so  long  as  the  income  from  his  farm  oper¬ 
ations  increases  proportionately.  If  his  income  is  suffi¬ 
cient  to  pay  his  debt  at  maturity,  with  interest,  and  net 
him  a  profit,  a  farmer  borrower  on  short-time  loans  is 
usually  satisfied. 

More  time  is  wasted  in  trying  to  determine  how  much 
a  farmer  owes  than  the  information  would  be  worth  if  it 
could  be  ascertained.  Short-time  debts  are  usually  met 
at  maturity,  except  under  extraordinary  circumstances 
such  as  a  drought,  flood,  excessive  rainfall,  frost,  hail, 
insect  pests,  or  plant  and  animal  diseases  which  may 
materially  reduce  or  utterly  wipe  out  a  farmer’s  pros¬ 
pective  income.  To  these  natural  causes  must  be  added 
the  economic  and  social  conditions  which  lower  the  prices 
of  farm  products  and  thereby  greatly  decrease,  a  bor¬ 
rower’s  gross  and  net  income  as  was  the  case  in  1920 
and  1921.  Under  fairly  normal  circumstances  and  con¬ 
ditions,  the  total  amount  of  short-time  indebtedness  of 
farmers  need  give  little  concern.  As  a  matter  of  fact, 
it  is  the  individual  farmer  and  his  interests  which  are  at 
stake  in  any  and  all  credit  relations.  When  a  borrower 
has  to  refund  short-time  loans  into  mortgage  indebted¬ 
ness  because  of  insufficient  income,  he  is  fast  becoming 
the  most  unfortunate  being  in  the  world. 
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It  seems  somewhat  absurd  to  assert  that  farmers  of 
integrity  have  been  without  adequate  short-time  bank 
credit  in  the  past.  Such  a  condition  would  indicate  a 
grotesque  state  of  business  affairs,  that  country  bankers 
were  refusing  to  do  the  very  business  in  rural  communi¬ 
ties  for  which  their  institutions  were  organized  and  from 
which  they  would  derive  an  income  to  keep  them  going; 
and  that  farmers,  upright  in  character  and  with  adequate 
security,  would  not  request  bank  credit  when  in  need  of 
it.  Such  a  state  of  affairs  would  soon  ruin  any  rural  com¬ 
munity.  It  is  without  the  slightest  support  in  reason  or 
experience  except  in  periods  of  great  financial  stringency, 
and  now  that  contingency  has  been  largely  removed  since 
1913  by  the  organization  and  operation  of  the  federal 
reserve  system  and  other  general  financial  agencies.  The 
farmer  now  has  all  the  short-time  bank  credit  available 
that  he  needs  so  far  as  his  own  and  his  family’s  welfare 
is  concerned. 


EXTENT  OF  STORE  CREDIT 

In  parts  of  the  country  where  there  is  still  a  lack  of 
banking  facilities  or  where  the  standing  of  farmers  them¬ 
selves,  either  as  to  their  character  or  to  their  collateral 
security,  is  not  regarded  as  the  best,  resort  is  had  to  what 
is  termed  “store”  credit.  Instead  of  borrowing  money  at 
a  bank,  giving  a  note  or  chattel  mortgage  as  security  for 
a  loan,  and  paying  cash  for  supplies  at  a  store,  many  a 
farmer  goes  to  his  local  merchant  and  gets  direct  what 
he  needs  on  credit.  This  is  probably  practiced  to  a  larger 
extent  than  is  generally  believed.  The  practice  is  par¬ 
ticularly  prevalent  in  the  South.  It  is  certainly  used  in 
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many  other  parts  of  the  United  States,  even  in  farming 
localities  where  banks  are  located  and  farmers  possess 
both  character  and  security.  The  practice  arises  from 
hesitancy  on  the  part  of  some  farmers  to  use  available 
banking  facilities.  In  such  communities  banking  prac¬ 
tices  grow  very  slowly  and  store  credit  remains  the  only 
source  of  running  into  debt  on  the  part  of  poor  land¬ 
owning  and  tenant  farmers. 

As  to  the  actual  amount  of  store  credit  outstanding, 
that  again  is  an  unknown  quantity;  and,  says  V.  N. 
Valgren  of  the  United  States  Department  of  Agriculture, 
“no  satisfactory  estimates  are  available  for  the  amount 
of  merchant  credit  to  farmers,  but  it  undoubtedly  falls 
somewhere  between  $1,000,000,000  and  $3,000,000,000. 

This,  of  course,  is  a  mere  guess  which  has  broad  enough 
limits,  perhaps,  to  give  free  scope  to  anyone’s  imagina¬ 
tion.  In  fact,  the  same  holds  true  with  store  as  with 
bank  credit — the  amount  of  the  indebtedness  in  any  one 
year  is  immaterial  since  it  is  expected  that  each  indi¬ 
vidual  debtor  will  meet  his  obligations  when  his  products 
have  been  marketed.  The  satisfactory  marketing  of 
crops  and  of  live  stock  raised  by  the  farmer  is  vital  to 
the  payment  of  store  bills  by  him  who  by  inclination  or 
necessity  has  used  this  form  of  credit.  Many  a  local 
country  storekeeper  has  become  financially  embarrassed 
when  his  farmer  debtors  have  not  been  able  to  pay  their 
store  debts. 

There  are  some  practices  attached  to  merchant  credit 
which  have  a  tendency  to  increase  greatly  a  borrower’s 
burden  of  debt.  In  the  South,  store  credit  is  usually 
secured  by  a  crop  lien  or  a  chattel  moitgage,  personal 
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security  in  the  form  of  indorsed  notes  seldom  being  used 
because  so  many  of  the  farmers  are  tenants.  Farms  are 
worked  extensively  on  shares  and  the  tenant,  in  many 
instances,  furnishes  only  the  labor.  A  storekeeper  may 
agree  to  pay  a  landlord  a  certain  percentage  on  all  sales 
made  to  tenants  for  supplies  purchased  on  the  condition 
that  the  landowner  require  his  tenants  to  buy  their  sup¬ 
plies  of  him.  In  other  cases  a  store  is  established  on 
large  plantations  by  the  landlord  himself,  and  then  the 
prices  of  all  goods  are  under  the  strict  control  of  the 
landowning  storekeeper.  That  is  often  fatal  to  a  tenant’s 
liberty  of  action  should  a  bad  season  or  two  occur,  for 
he  becomes  so  deeply  in  debt  to  his  landlord  that  he  is 
seldom  able  to  pay  out  from  his  share  of  any  single  crop 
year. 

There  is  also  a  sort  of  agreement  among  storekeepers 
who  hold  some  form  of  collateral  security  against  debtors 
to  give  orders  on  each  other  for  goods  which  they  do  not 
carry  in  stock  and  charge  an  extra  commission  on  the 
sales  to  purchasers.  In  fact,  there  are  many  ways  in 
which  tenant  farmers  find  store  credit  an  exceedingly 
costly  method  of  carrying  on  farming  operations. 

At  the  same  time  there  is  evidence  of  improvement  in 
the  store-credit  system  in  the  South,  as  small  farmers, 
both  white  and  colored,  become  more  prosperous  and 
more  inclined  to  use  bank  credit.  Nevertheless,  store 
credit  is  quite  extensively  utilized  particularly  in  one- 
crop  farming  such  as  the  growing  of  cotton,  wheat,  and 
corn.  Investigations  in  a  number  of  counties  in  Texas 
showed  that  store  credit  averaged  29.7  per  cent  more 
than  bank  credit.  The  bankers  of  North  Carolina  re- 
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ported  that  goods  to  the  value  of  $29,150,742  had  been 
advanced  by  merchants  to  farmers  in  fifty-four  cotton¬ 
growing  counties  within  six  months  of  one  crop  year. 

Diversification  of  farming,  together  with  the  establish¬ 
ment  of  cash  stores  and  more  banks,  is  slowly  eliminating 
some  of  the  harsher  practices  of  store  credit.  However, 
that  form  of  credit  is  still  extensively  used  by  farmers 
even  in  well  diversified  sections.  Investigations  in  Dane 
County,  one  of  the  chief  dairy  counties  of  Wisconsin, 
showed  60  per  cent  of  farmers  carrying  store  credit.  In 
two  counties  of  northern  Wisconsin  the  average  amount 
of  store  credit  granted  to  farmers  was  $150,  and  more 
than  half  the  farmers  used  it.  Store  credit  in  Wisconsin 
ranges  from  11  to  15  per  cent  according  to  the  location 
and  type  of  farming.  On  the  basis  of  189,295  farms  as 
reported  by  the  Census  of  1920,  and  assuming  an  average 
of  $150  for  half  that  number  of  operators,  the  total 
amount  of  store  credit  used  by  Wisconsin  farmers  would 
approximate  $14,197,125  a  year. 

THE  CRY  FOR  MORE  CREDIT 

The  agitation  during  the  past  few  years  for  more 
short-time  credit  did  not  arise  from  farmers,  who  have 
had  more  credit  than  they  can  digest.  On  account  of 
natural  and  economic  conditions,  thousands  of  farmers 
have  been  unable  to  pay  off  their  loans  at  maturity,  so 
that  their  debts  had  to  be  carried  by  the  banks  and  the 
agricultural  cooperative  associations  which  had  advanced 
them  credit.  Many  private  and  state  banks  were  unable 
to  stand  the  strain  of  so  many  defaulted  payments  on 
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short-time  loans  and  a  large  number  of  them  failed  dur¬ 
ing  the  years  1920  and  1921. 

It  was  to  render  financial  assistance  to  country  banks 
and  agricultural  cooperative  associations  that  new  legis¬ 
lation  was  recently  advocated  and  enacted.  If  credit 
stimulates  increased  production,  as  is  claimed,  then  it  is 
plain  that  plenty  of  short-time  credit  had  been  available 
to  farmers  and  stockmen  because  there  has  been  no 
shortage  in  either  branch  of  farm  production.  As  a 
matter  of  fact,  there  has  been  a  large  surplus  and  a  cur¬ 
tailed  market  for  staple  crop  and  animal  products,  with 
the  result  that  prices  fell  so  low  as  to  make  it  impossible 
for  farmer  debtors  to  sell  their  crops  and  live  stock  at  a 
profit.  Thus,  the  expansion  of  farm  credit  became  a  two- 
edged  sword  which,  when  wielded  unwisely  and  too  freely, 
wounded  seriously  both  creditor  and  debtor. 

Such  a  situation  cannot  be  relieved  either  by  an  in¬ 
crease  of  credit  to  farmers  or  by  agitation  for  enlarged 
consumption  of  staple  foods  by  the  American  people. 
When  farmers  cannot  pay  what  they  already  owe,  they 
certainly  will  not  be  helped  by  borrowing  more  money 
on  which  to  pay  a  larger  amount  of  interest,  and  which 
merely  will  drain  still  more  their  already  small  income. 
That  is  the  worst  kind  of  farm  financing;  nor  can  there 
be  any  great  increase  of  consumption  of  staple  plant  and 
animal  foods.  If  one  buys  more  than  can  be  consumed 
in  the  household,  foods  will  spoil  and  be  no  good  to  any¬ 
one.  Where  a  people  are  so  well  fed  as  in  the  United 
States,  any  attempt  to  consume  more  food  would  cause 
indigestion,  and  this  would  result  in  decreasing  instead 
of  increasing  the  consumption  of  farm  products.  The 
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effect  of  trying  to  consume  more  food  than  is  needed 
would  be  about  the  same  as  too  much  short-time  credit 
to  farmers — the  public  would  suffer  from  an  over-supply 
instead  of  being  benefited  thereby.  This  is  unquestion¬ 
ably  the  real  effect  that  has  resulted  from  too  much 
credit  advanced  to  farmers  during  the  past  few  years. 


CHAPTER  XV 


THE  COST  OF  SHORT-TIME  FARM  LOANS 

The  factors  of  cost  in  borrowing  money  on  personal 
and  chattel  security  are  not  always  as  numerous  as  in 
the  case  of  farm  mortgage  loans.  The  main  factors,  of 
course,  are  the  same — interest  and  commission;  but  to 
these  must  be  added  the  practice  of  deducting  interest 
in  advance,  the  expense  for  making  out  papers,  and  the 
charge  for  recording  a  chattel  mortgage  when  that  is 
given  as  security.  These  items  together  increase  some¬ 
what  the  cost  of  short-time  loans  to  farmers,  but  they 
practically  sum  up  the  charges  a  farmer  has  to  pay  when 
he  borrows  money  of  a  bank  for  any  purpose  connected 
with  crop  or  live-stock  production. 

While  the  cost  factors  of  short-time  loans  are  fre¬ 
quently  not  as  numerous  as  in  the  case  of  farm  mortgage 
loans,  the  risks  of  the  former  are  greater  because  chattels 
are  not  as  permanent  as  land  and  improvements  and 
they  may  more  easily  be  moved  away  when  in  the  pos¬ 
session  of  an  unscrupulous  borrower.  On  account  of 
these  risks,  short-time  farm  loans  usually  carry  a  little 
higher  rate  of  interest  than  land  mortgages. 

BANK  RATES  ON  SHORT-TIME  LOANS 

If  one  relied  on  general  averages  as  to  the  cost  of  short- 
time  loans,  one  would  reach  the  conclusion  that  farmers 
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in  the  past  have  been  able  to  procure  loans  of  banks  at 
a  comparatively  low  cost  and  only  slightly  above  that 
of  land  mortgage  loans.  If  grouped  in  general  geographic 
areas,  it  has  been  found  that  the  average  cost  of  short- 
time  loans,  including  interest  and  all  other  charges, 
ranges  from  a  little  less  than  6 y2  per  cent  in  the  New 
England  states,  between  7  and  8  per  cent  in  the  corn- 
belt  states,  and  from  10  to  15  per  cent  in  the  South  and 
the  Rocky  Mountain  states.  Except  for  the  latter,  the 
total  cost  of  short-time  loans  can  not  be  regarded  as 
excessive  in  comparison  with  the  commercial  rate  of 
interest  which  is  usually  about  6  per  cent. 

As  to  the  commission  and  other  charges,  investigations 
showed  that  the  total  cost  of  loans  was  lowest  in  the 
New  England  states,  where  the  average  extra  expense 
for  commission  and  other  charges  was  only  about  %  of 
1  per  cent  above  the  interest  rate;  in  Illinois,  Iowa,  and 
other  corn-belt  states,  the  extra  cost  was  about  1  per 
cent;  and  in  the  South  and  West,  where  interest  rates 
are  normally  much  higher  than  in  the  East,  the  average 
extra  charges  often  ran  as  high  as  2 y2  or  3  per  cent  above 
the  normal  interest  rates. 

However,  “averages”  of  statistical  data  are  not  always 
satisfactory.  They  do  not  tell  the  individual  story  of 
interest-bearing  debt.  Averages  may  raise  or  lower  the 
actual  cost  of  short-time  loans  to  individual  borrowers, 
but  it  is  the  individual  farmer  who  has  to  procure  credit 
and  he  has  to  pay  whatever  charges  are  demanded  at 
the  time  he  obtains  his  loan.  The  burden  of  borrowing 
on  short  time  can  not  be  comprehended  justly  except  by 


302  Farm  Credits  in  the  United  States  and  Canada 

its  drain  on  the  income  of  any  particular  farm  home 
where  its  depressing  effects  are  sure  to  be  felt. 

The  practice  of  charging  commissions  and  extra  costs 
on  short-time  loans  is  not  only  general,  but  it  varies 
considerably  in  different  parts  of  the  United  States.  This 
has  given  rise  to  the  belief  that  the  cost  of  farm  loans 
was  high  all  over  the  country  and  that  discrimination 
was  practiced  against  farmers  in  procuring  loans  as  com¬ 
pared  with  industrial  and  commercial  business  men.  As 
a  matter  of  fact,  however,  when  due  consideration  is 
given  to  the  isolated  nature  and  risks  attached  to  the 
agricultural  industry,  farmers  have  been  able  to  procure 
personal  and  collateral  short-time  loans  in  many  states 
at  a  comparatively  reasonable  cost.  In  other  states, 
however,  the  cost  of  borrowing  money  is  very  high  and 
must  be  a  real  burden  to  farmers,  especially  if  they 
already  have  a  mortgage  debt  on  their  land. 

To  procure  definite  information  on  the  subject  of  the 
rates  of  interest  and  availability  of  short-time  loans  to 
farmers,  the  Federal  Farm  Loan  Bureau  sent  out  a  ques¬ 
tionnaire  to  all  national  farm  loan  associations  which 
cover  a  large  part  of  the  counties  in  the  United  States, 
and  the  replies  from  2,500  secretaries  of  these  associa¬ 
tions  reveal  that  interest  rates  on  short-time  loans  had 
not  been  abnormally  high  during  the  first  five  years  of 
the  system’s  operations;  that  in  some  states  in  1919  and 
1920  interest  rates  were  even  lower  than  they  had  been 
in  the  years  1916  to  1918;  and  that  the  agricultural 
industry  had  been  well  supplied  with  credit  for  crop  and 
animal  production  in  most  counties. 

With  a  view  of  procuring  information  from  banks  on 
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the  prevailing  rates  of  interest  on  short-time  loans  to 
farmers,  the  United  States  Department  of  Agriculture 
sent  out  a  questionnaire  in  April,  1921,  to  all  country 
banks.  The  replies  made  by  the  banks  were  based  on 
these  two  questions: 

(1)  What  is  the  average  of  the  current  rates  of  interest 
paid  to  banks  by  farmers  for  three  to  six  months’  loans? 

(2)  What  was  the  average  for  similar  loans  a  year 
ago? 

It  was  particularly  requested  of  the  country  banks 
that  they  give  the  actual  rates  of  interest,  without  com¬ 
mission  charges,  so  that  they  would  represent  as  nearly 
as  possible  the  average  interest  rates  on  all  such  loans, 
whether  secured  or  unsecured,  in  each  local  community. 
The  results  of  this  inquiry  are  shown  in  Table  XV  on 
page  304. 

The  main  purpose  of  the  inquiry  by  the  Department 
of  Agriculture  in  1921  was  to  ascertain  the  differences 
of  the  average  interest  rates  on  short-time  loans  in  the 
various  states  with  a  view  of  recording  the  changes  that 
had  occurred  since  1912  and  1913.  Taking  the  United 
States  as  a  whole,  the  interest  rates  charged  farmers  by 
country  banks  for  short-time  loans  in  April  of  the  respec¬ 
tive  years  averaged  about  7.79  and  7.75  per  cent  in  1912 
and  1913  as  compared  with  about  7.61  and  7.95  per  cent 
in  1920  and  1921,  respectively.  This  gave  a  maximum 
variation  between  the  years  1912  and  1921  of  only  0.2 
of  1  per  cent. 

A  striking  feature  concerning  these  interest  rates  is 
that  they  averaged  less  for  the  whole  United  States  in 
1920  than  in  1913  which  is  regarded  as  a  normal  year,  the 
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Table  XV. — Average  interest  rates  charged  by  banks  for  short-time 


loans  to  farmers  in  April,  1920  and  1921 


State 

1920 

1921 

Alabama . 

Arizona . 

Per  cent 
8.59 

Per  cent 
9.00 

Arkansas . 

9.65 

9.74 

California . 

7.47 

7.63 

Colorado . 

8.93 

9.59 

Connecticut . 

6.21 

6.21 

Delaware . 

6.00 

6.00 

Florida . 

8.44 

8.44 

Georgia . 

9.94 

10.36 

Idaho . 

9.44 

9.67 

Hlinois . 

6.52 

6.98 

Indiana . 

6.86 

7.35 

Iowa . . 

7.42 

7.66 

Kansas. . . 

8.04 

8.37 

Kentucky . 

6.25 

6.50 

Louisiana . . 

8.23 

8.69 

Maine . 

6.05 

6.38 

Maryland . 

5.99 

6.00 

Massachusetts . 

6.25 

6.75 

Michigan . 

6.40 

6.94 

Minnesota . 

7.89 

8.40 

Mississippi . 

8.00 

8.15 

Missouri . 

7.20 

7.57 

Montana . 

9.76 

9.92 

State 


Nebraska . 

Nevada . 

New  Hampshire .... 

New  Jersey . 

New  Mexico . 

New  York . 

N  orth  Carolina . 

North  Dakota . 

Ohio . 

Oklahoma . 

Oregon . 

Pennsylvania . 

Rhode  Island . 

South  Carolina . 

South  Dakota . 

Tennessee . 

Texas . 

Utah . 

Vermont . 

Virginia . 

Washington . 

West  Virginia . 

Wisconsin . 

Wyoming . 


Average  for  the  United  States 


1920 


1921 


Per  cent 

Per  cent 

8.04 

8.80 

8.00 

8.12 

6.00 

6.00 

6.00 

6.00 

9.86 

10.00 

6.02 

6.02 

6.17 

6.48 

9.41 

9.79 

6.44 

6.90 

9.63 

9.78 

8.24 

8.42 

5.97 

6.00 

6.00 

6.33 

8.09 

8.10 

8.66 

9.48 

7.79 

8.07 

9.73 

9.83 

8.50 

9.00 

6.00 

6.00 

6.14 

6.26 

8.49 

8.67 

6.00 

6.00 

6.50 

7.00 

9.16 

9.54 

7.61 

7.95 

difference  being  0.14  of  1  per  cent.  These  figures,  there¬ 
fore,  if  read  in  connection  with  the  results  of  the  inquiries 
made  by  the  Federal  Farm  Loan  Bureau,  prove  beyond 
question  that  the  average  interest  rates  to  farmers  on 
short-time  loans  have  been  subject  to  very  little  varia¬ 
tion  notwithstanding  much  wider  fluctuations  in  com- 


The  Cost  of  Short-Time  Farm  Loans  305 

mercial  interest  rates  during  and  after  the  great  European 
war. 

As  shown  by  the  preceding  table,  the  average  rate  of 
interest  in  Georgia  of  10.36  per  cent  is  the  highest  of 
any  state,  being  about  73  per  cent  higher  than  the  lowest 
average  of  6  per  cent  reported  from  several  states.  How¬ 
ever,  the  highest  state  average  was  almost  100  per  cent 
higher  than  the  lowest  average  in  1913,  and  the  figures 
indicate  generally  that  the  spread  in  1920  and  1921  in 
the  different  states  was  not  quite  so  wide  as  in  1912  and 
1913.  In  other  words,  the  rates  of  interest  on  short-time 
loans  to  farmers  have  in  recent  years  become  more 
stabilized  than  formerly.  It  is  possible  that  this  was, 
at  least,  partly  effected  by  the  federal  farm  loan  system, 
since  the  act  permitted  the  refunding  of  short-time  loans 
at  a  higher  rate  of  interest  into  long-time  land  mortgage 
loans  at  an  interest  rate  which  could  not  under  any 
circumstances  exceed  6  per  cent  a  year. 

RATES  OF  CATTLE-LOAN  COMPANIES 

In  addition  to  loans  advanced  by  country  banks  for 
crop  production,  cattle-loan  companies  and  other  lending 
institutions  make  loans  for  live-stock  production,  par¬ 
ticularly  on  cattle  and  hogs.  The  rates  of  interest  follow 
closely  those  charged  by  commercial  banks  because  of 
the  large  loans  sometimes  involved.  While  a  cattle  loan 
may  be  as  low  as  a  few  hundred  dollars,  cases  have  been 
known  in  which  they  run  up  near  to  a  million  dollars. 
Though  no  definite  figures  are  available  on  the  amount 
of  short-time  cattle  loans,  a  recent  article  in  the  Year¬ 
book  of  the  United  States  Department  of  Agriculture 
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says  that  "the  importance  of  cattle  loans  is  evidenced 
by  the  fact  that  several  hundred  millions  of  dollars  are 
put  out  yearly  by  established  loaning  agencies  in  large 
central  markets.” 

The  safeguarding  of  these  loans  has  an  important 
effect  on  the  cattle  industry,  since  a  steady  flow  of  money 
into  the  business  is  dependent  on  the  reputation  of  cattle 
paper  in  financial  centers.  During  the  past  few  years 
the  losses  on  this  kind  of  security  have  been  merely 
nominal.  This  is  due  to  a  well-sustained  market  and 
to  care  exercised  in  making  loans. 

Taking  the  agricultural  industry  as  a  whole,  therefore, 
it  is  found  that  short-time  loans  have  been  available  at 
not  excessive  rates  of  interest  and  commissions  when 
made  by  country  banks  and  by  cattle-loaning  agencies 
in  comparison  with  industrial  and  commercial  rates. 
The  agricultural  industry  is  dependent  on  credit  for  its 
successful  prosecution  the  same  as  any  other  business, 
and  every  legitimate  agency  which  opens  up  credit 
resources  and  establishes  them  through  standardized 
practices  performs  a  useful  economic  and  social  service 
which  tends  to  promote  national  welfare  because  of  the 
systematic  development  of  this  great  and  fundamental 
industry. 


THE  COST  OF  STORE  CREDIT 

When  a  farmer  is  unable  or  unwilling  to  procure  credit 
of  a  country  bank  or  cattle-loan  company,  he  is  usually 
compelled  to  apply  to  a  local  merchant.  Since  the  main 
business  of  storekeepers  is  to  buy  and  sell  goods  at  a 
profit,  even  when  their  merchandise  is  sold  for  cash,  it 
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is  only  natural  that  they  should  charge  extra  compensa¬ 
tion  when  they  have  to  carry  their  customers  on  credit 
for  six  months  or  more  at  a  time. 

Investigations  have  revealed  that  not  only  is  the  cost 
of  merchant  credit  in  itself  much  higher  than  the  usual 
rate  of  interest  and  commission  charged  by  local  banks, 
but  a  higher  price  is  put  on  the  goods  sold  on  credit 
under  these  conditions.  This  makes  the  cost  of  such 
credit  extremely  high  in  most  cases  to  those  farmers 
who  habitually  use  this  method  of  financing  themselves 
during  a  crop  season. 

Part  of  the  high  cost  of  store  credit  is  due  to  the 
recurring  services  rendered  and  the  greater  risks  involved. 
The  services  rendered  occur  from  time  to  time  as  house¬ 
hold  and  farm  supplies  are  needed  and  are  not  performed 
at  a  single  stroke  like  procuring  a  loan  at  a  bank.  The 
creditor  has  to  be  remunerated  for  these  extra  services 
which  require  a  much  larger  amount  of  bookkeeping. 
The  merchant  charges  them  up  in  the  price  of  goods 
sold  on  credit.  Moreover,  the  weekly  or  monthly  accre¬ 
tions  to  the  credit  are  not  only  generally  in  relatively 
small  amounts,  but  they  involve  a  larger  element  of  risk 
than  bank  credit.  As  a  rule,  no  collateral  security  is 
exacted  except  possibly  a  crop  lien.  If  crop  yields  are 
small  or  fail  altogether,  the  merchant  has  to  carry  such 
customers  over  to  another  season.  The  longer  a  debtor 
is  carried,  the  greater  the  risk  of  receiving  payment. 
The  losses  in  connection  with  store  credit,  therefore,  have 
been  relatively  greater  than  with  bank  credit,  and  this 
has  been  advanced  as  an  argument  in  support  of  the 
high  cost  of  this  form  of  credit  for  farmers. 
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While  store  credit  readily  lends  itself  to  extremely 
variable  charges  which  make  it  extremely  costly,  it  does 
not  permit  of  fixed  rates  of  interest  and  commission  as 
with  bank  loans.  There  is  no  way,  therefore,  of  deter¬ 
mining  just  how  costly  it  is  to  the  average  debtor  nor 
to  what  extent  it  adds  to  a  farmer’s  drain  on  income. 
However,  special  investigations  indicate  that  store  credit 
is  in  many  instances  actually  excessive  and  more  than 
doubles  the  rate  of  interest  charged  by  banks  in  the  same 
localities. 

In  the  South  as  a  whole  the  total  charges  on  store 
credit  as  compared  with  regular  bank  interest  rates 
average  about  40  per  cent.  Investigations  made  by 
L.  H.  Hanen  in  Texas  showed  that  farmers  paid  from 
10  to  40  per  cent  a  year  for  bank  credit  and  as  high  as 
60  per  cent  above  cash  prices  for  store  credit.  The 
average  for  the  latter  in  a  number  of  counties  was  esti¬ 
mated  to  range  from  29.7  to  59.14  per  cent  a  year  more 
than  the  average  rates  of  interest  charged  by  banks  in 
the  same  counties.  William  R.  Camp,  reporting  on 
investigations  in  fifty-four  cotton-producing  counties  of 
North  Carolina,  stated  that  the  cost  of  store  credit  for 
an  average  of  six  months  was  equivalent  to  a  19.2  per 
cent  rate  of  interest,  or  38.4  per  cent  a  year.  The  justi¬ 
fication  for  this  enormous  toll  on  a  farmer’s  income  is 
on  the  ground  that  cotton  growing  as  practically  the 
only  crop  is  an  extremely  risky  type  of  farming. 

In  contrast  with  these  enormous  charges  on  one-crop 
farming  in  the  South  is  the  cost  of  store  credit  in  the 
North  where  diversification  of  production  is  more  gen¬ 
erally  practiced.  Hardware  and  farm  machinery  firms 
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in  the  dairy  section  of  southern  Wisconsin  make  an  extra 
charge  estimated  to  range  between  6  and  8  per  cent. 
Throughout  the  state  as  a  whole,  store  credit  was  found 
to  range  from  11  to  15  per  cent  according  to  location 
and  the  length  of  time  the  credit  runs. 

THE  COST  OF  UNSECURED  LOANS 

Under  the  inspiration  of  war  demands  for  increased 
agricultural  production,  a  corporation  was  organized  and 
located  at  Rochester,  New  York,  known  as  the  Patriotic 
Farmers’  Fund.  The  capital  was  subscribed  by  men  of 
means  who  did  not  expect  to  derive  an  income  from 
their  investment.  Early  in  1919  this  corporation  was 
reorganized  and  chartered  as  the  Farmers’  Fund,  Inc., 
with  a  capital  of  $400,000  and  a  surplus  of  $112,000. 
It  makes  loans  to  farmers  under  conditions  somewhat 
unusual  in  farm  financing,  since  it  will  take  an  unin¬ 
dorsed  note  for  any  desired  period  up  to  one  year.  Local 
banks  throughout  the  state  act  as  agents  of  this  institu¬ 
tion  in  negotiating  loans,  and  each  bank  receives  a  com¬ 
mission  of  1  per  cent  for  its  expenses. 

Before  a  loan  is  recommended,  however,  every  appli¬ 
cant  is  investigated  and  must  satisfy  a  local  committee 
that  he  is  in  a  position  to  make  productive  use  of  the 
money  which  he  wants  to  borrow.  The  rate  of  interest 
charged  is  6  per  cent)  but,  by  the  provisions  of  the  act 
under  which  the  Farmers’  Fund  is  chartered,  it  may  and 
does  charge  each  borrower  an  appraisal  fee  of  2  per  cent 
of  his  loan,  which  brings  the  actual  cost  of  money  to 
farmers  up  to  8  per  cent  a  year. 

As  security  for  a  loan  each  farmer  signs  a  promissory 
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note  to  repay  the  debt  on  the  date  named  therein.  No 
other  signature  nor  security  is  required.  The  note  also 
says  that  the  borrower  will  hold  in  trust  for  the  Farmers’ 
Fund  the  proceeds  of  the  crop  or  of  the  live  stock  pro¬ 
duced  or  purchased  by  means  of  the  loan.  Most  of  the 
loans  run  for  six  months,  and  a  borrower  is  expected 
to  pay  on  time,  although  a  renewal  will  be  granted  in 
emergency  cases  but  not  beyond  one  year. 

During  the  year  1922  the  Farmers’  Fund  of  Rochester 
had  a  turnover  of  approximately  three  million  dollars’ 
worth  of  notes  averaging  about  $400  each.  Funds  for 
making  loans  are  provided  from  the  corporation’s  capital 
and  surplus  and  from  money  borrowed  on  its  notes  from 
seventy-seven  agent  banks  which  are  stockholders  in 
the  corporation.  It  has  also  borrowed  approximately 
$600,000  from  the  War  Finance  Corporation.  The  cost 
of  this  money  to  farmers  is  practically  about  2  per  cent 
more  than  they  would  have  to  pay  at  country  banks. 
At  the  close  of  1922,  this  corporation  had  about  3,500 
borrowers  on  its  books,  with  loans  aggregating  more  than 
a  million  dollars. 

SHORT-TIME  VERSUS  LONG-TIME  DEBT 

From  this  broad  view  of  both  bank  and  store  forms 
of  credit,  it  is  evident  that  farmers  are  paying  too  much 
for  short-time  loans  in  many  states.  As  a  general  rule, 
rates  of  interest  and  charges  for  store  advances  are  not 
excessive  where  money  is  plentiful  and  the  risks  involved 
are  limited.  As  one  goes  southward  and  westward  from 
the  financial  centers  and  the  diversified  farming  regions 
of  the  northern  and  central  states,  interest  rates  and 
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store  charges  gradually  rise  until  they  become  so  high 
as  to  threaten  to  absorb  the  whole  income  of  small  land¬ 
owning  and  tenant  farmers.  This  is  a  danger  which 
attaches  to  all  forms  of  credit  for  financing  the  agricul¬ 
tural  industry. 

After  all  it  is  the  principal  more  than  the  interest 
which  always  gives  a  borrower  the  greater  trouble  and 
makes  short-time  debt  a  greater  danger  than  long-time 
mortgage  debt.  If  a  man  borrows  $100  for  six  months 
at  8  per  cent  interest  a  year,  when  the  note  matures  he 
has  to  pay  $104.  If  he  borrows  at  6  per  cent  a  year, 
the  debt  with  interest  at  six  months  is  $103 — a  difference 
of  $1  only.  On  a  loan  of  $1,000  at  the  same  rates  of 
interest  and  the  same  length  of  time  the  difference  is  $10. 
A  farmer  would  have  no  difficulty  perhaps  in  paying 
either  $30  or  $40  as  interest,  though  he  might  have  con¬ 
siderable  trouble  in  raising  the  principal  of  $1,000  at 
maturity.  For  this  reason  it  is  better  for  a  farmer  to 
avoid  short-time  debt  as  much  as  possible. 

If  a  farmer  borrows  and  finds  himself  unable  to  pay 
through  stress  of  circumstances,  he  should  go  to  his 
creditor,  explain  his  financial  condition,  and  make  some 
arrangement  for  paying  his  debt  later.  This  is  the  next 
best  course  to  paying  the  debt.  The  creditor  is  entitled 
to  the  same  consideration  as  the  debtor.  No  farmer 
can  expect  to  maintain  his  credit  who  does  not  face  his 
creditor  squarely  or  meet  his  obligations  promptly  when 
they  fall  due. 

A  partial  remedy  for  the  danger  of  short-time  borrow¬ 
ing  lies,  of  course,  in  some  form  of  cooperative  credit, 
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but  this  is  a  very  limited  field  today  in  the  United  States. 
Nevertheless,  it  has  a  place  in  any  review  of  credit  facili¬ 
ties  for  farmers.  Consequently,  the  extent  that  coopera¬ 
tive  forms  of  short-time  credit  have  been  used  will  be 
presented  in  the  following  chapter. 


CHAPTER  XVI 


COOPERATIVE  SHORT-TIME  CREDIT  FOR 
FARMERS 

It  has  already  been  emphasized  that  the  basis  of  indi¬ 
vidual  credit  which  is  supplied  by  the  country  banks 
and  stores  is  a  farmer’s  business.  With  cooperative 
credit,  however,  the  basis  is  more  particularly  the  char¬ 
acter  of  the  borrower  rather  than  the  extent  of  his  farm¬ 
ing  operations  or  the  collateral  he  can  deposit  as  security 
for  his  loan.  It  is  founded  on  the  principle  of  mutual 
help  for  self  help. 

By  means  of  cooperative  credit  among  farmers  them¬ 
selves,  it  is  possible  for  those  having  need  of  a  small  loan 
to  make  a  crop  or  to  tide  them  over  an  emergency  to 
procure  it  at  a  reasonable  rate  of  interest.  This  is  true, 
of  course,  if  they  are  well  known  to  their  neighbors  as 
men  of  reputation  and  character  which  entitle  them  to 
membership  in  the  local  organizations.  Character,  then, 
rather  than  property  is  the  foundation  of  cooperative 
short-time  loans  to  farmers. 

THE  ORIGIN  OF  COOPERATION 

Wealth  begins  with  thrift  and  increases  as  saving  is 
practiced.  In  the  organic  kingdom  man  is  the  chief  being 
that  stores  up  the  fruits  of  labor  for  future  use.  Thrift, 
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or  saving,  is  at  the  foundation  of  civilization;  it  is  the 
framework  of  property  and  the  source  of  economic  and 
social  relations.  To  encourage  thrift,  therefore,  is  to 
promote  social  progress  by  increasing  the  supply  of 
stored-up  wealth  for  use  in  a  democratic  system  of 
national  economy. 

In  striving  to  produce  wealth  man  may  either  work 
alone  or  in  cooperation  with  others.  The  long  experience 
of  the  race,  however,  has  demonstrated  that  more  wealth 
is  produced  by  division  of  labor  in  group  production 
than  by  an  equal  number  of  individuals  working  sepa¬ 
rately.  It  took  a  long  time  for  mankind  to  learn  this 
truth. 

During  much  of  our  past  history  the  organization  of 
modern  business  has  rested  on  competition.  What  the 
struggle  for  existence  is  to  the  natural  world,  the  law  of 
competition  is  to  the  economic  world.  To  eliminate 
competition  in  any  particular  industry  is  to  create 
monopoly,  a  most  dangerous  power,  the  economics  of 
which  are  not  established  on  the  law  of  supply  and 
demand,  but  on  the  arbitrary  will  of  the  directors  of  the 
monopolistic  industry.  Against  this  phase  of  social 
economy  the  whole  civilized  world  is  in  open  revolt,  for 
to  it  is  attributed  in  no  small  degree  the  great  problem 
of  the  high  cost  of  living  which  strikes  at  the  very  foun¬ 
dations  of  national  welfare  and  the  health  and  happiness 
of  the  people. 

Between  competition  and  monopoly  stands  coopera¬ 
tion.  The  basis  on  which  it  rests  is  that  of  mutual  help. 
Its  purpose  is  to  build  up  by  combining  the  savings  of 
many  into  a  collective  force  for  service.  Fundamentally, 
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therefore,  cooperation  rests  on  the  economic  basis  of 
division  of  labor  which  increases  wealth  production. 

In  rural  life  the  origin  of  cooperation  in  modern  history 
is  very  simple.  It  is  said  to  have  begun  in  the  custom 
of  the  Swiss  peasantry  of  borrowing  milk  from  one  an¬ 
other  to  secure  a  sufficient  quantity  to  make  a  cheese. 
This  led  to  the  pooling  of  milk  at  a  common  center,  the 
alternate  manufacture  of  the  cheese  by  the  different 
peasants,  and  the  final  division  of  the  products  according 
to  the  quantity  of  milk  furnished  by  each  member  of 
the  cooperating  group.  The  mutual  help  thus  rendered 
was  found  not  only  to  save  the  waste  of  individual  small 
supplies  of  milk  which  taken  alone  would  not  be  suffi¬ 
cient  for  the  making  of  cheese,  but  to  bring  greater 
returns  at  less  loss  and  less  labor  than  an  individual 
could  expect  or  secure  if  producing  milk  and  making 
cheese  alone. 

Society  as  constituted  today  is  divided  into  “rural” 
and  “urban.”  Rural  workers  are  engaged  in  the  produc¬ 
tion  of  wealth  from  the  soil  in  the  forms  of  foods  and 
the  raw  materials  of  many  textile  and  other  manufac¬ 
tures.  Workers  in  towns  and  cities,  on  the  other  hand, 
are  largely  engaged  in  industrial  pursuits  which  work 
up  the  raw  materials  produced  on  farms  into  finished 
products.  Here,  then,  are  mutual  relations  of  both 
groups  of  population  clearly  indicated  that  show  the 
interdependence  of  one  class  on  another  which  brings 
benefits  to  both.  Taken  in  its  broadest  aspects,  civiliza¬ 
tion  is  progressive  cooperation  in  the  production  and 
distribution  of  those  things  which  make  for  the  health, 
the  wealth,  and  the  happiness  of  all  the  people. 
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PRINCIPLES  OF  CREDIT  UNIONS 

The  interdependence  of  classes  and  persons  one  upon 
the  other  has  no  better  illustration  than  in  the  organiza¬ 
tion  and  development  of  cooperative  credit  societies. 
There  are  today  a  few  organizations  locally  known  as 
“credit  unions.”  In  reality  they  are  practically  the  only 
form  of  cooperative  credit  institution  in  the  United  States 
for  making  short-time  loans  to  farmers  mainly  on  per¬ 
sonal  notes.  Credit  unions  began  as  urban  societies, 
then  became  semi-rural,  and  finally  developed  into 
strictly  rural  credit  societies.  They  are  called  “peo¬ 
ple’s  banks”  in  Canada  where  they  originated  on  this 
continent. 

While  these  institutions  were  originally  formed  to  lend 
small  sums  of  money  to  members  on  personal  security 
in  the  towns  and  cities  of  Quebec,  the  percentage  of 
their  membership  is  now  so  overwhelmingly  composed 
of  farmers, — 10  per  cent  only  being  wage  earners  and 
90  per  cent  farmers, — that  the  name  could  well  be 
changed  to  “rural  banks.”  In  passing  over  into  the 
United  States,  the  modification  brought  about  in  their 
character  led  to  the  adoption  of  the  name  “credit  unions,” 
the  aim  of  which  is  to  make  short-time  loans  to  their 
members.  The  principles  of  organization  are  the  same 
in  both  countries,  and  the  outline  below  gives  the  general 
plan  of  their  organization. 

The  capital  of  each  bank  or  credit  union  is  raised  by 
selling  shares  of  stock  at  $5  each  and  by  receiving  de¬ 
posits  from  members  and  non-members,  on  which  savings- 
bank  rates  of  interest  are  paid.  Stockholders  are  free 
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from  liability — a  departure  from  the  European  system. 
Deposits  can  be  withdrawn  at  will,  or  by  giving  thirty 
days’  notice  at  the  utmost.  Shares  of  stock  may  be  paid 
for  by  small  installments.  Every  applicant  for  member¬ 
ship  has  to  be  approved  by  a  council  of  administration, 
the  by-laws  requiring  that  the  applicant  must  be  honest, 
punctual  in  his  payments,  sober,  of  good  habits,  and 
industrious.  Each  bank  or  credit  union  is  carried  on 
by  three  committees.  The  council  of  administration 
controls  the  admission  to  membership,  supervises  the 
transfer  or  withdrawal  of  stock,  selects  the  manager, 
and  overlooks  the  management  of  the  business.  The 
credit  committee  determines  the  amount  of  credit  each 
member  can  receive  and  passes  on  all  applications  for 
loans.  The  council  of  supervision  audits  the  accounts 
and  has  general  supervision  over  the  bank  or  credit  union. 

A  reserve  fund  is  usually  built  up  by  means  of  20  per 
cent  of  each  year’s  profits  and  a  membership  fee  of  10 
cents.  The  reserve  fund  is  protected  by  a  providence 
fund  which  is  raised  by  taking  10  per  cent  of  the  annual 
profits,  and  this  is  designed  to  meet  any  calls  which 
threaten  the  institution’s  stability.  Loans  usually  run 
between  $10  and  $150,  although  larger  loans  are  some¬ 
times  made,  in  which  case  a  chattel  mortgage  is  required. 
The  interest  rate  is  about  6  per  cent.  Both  kinds  of 
credit  institutions  do  business  within  a  limited  area 
where  everyone  is  known  to  all  the  shareholders  and 
where  every  shareholder  is  interested  in  the  repayment 
of  loans. 

These  are  the  general  principles  which  regulate  the 
activities  of  cooperative  personal  credit  institutions  for 
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making  short-time  loans.  They  have  been  eminently 
successful  in  Canada  where  more  than  150  have  been 
organized  since  1906  with  more  than  66,000  members. 
Notwithstanding  they  are  small  institutions  which  do 
not  make  large  loans,  the  business  transacted  amounts 
to  nearly  $9,000,000  a  year.  As  a  means  of  encouraging 
thrift  among  small  farmers  and  the  lower  classes  of  wage 
earners,  these  semi-rural  cooperative  banks,  in  which 
farmer  and  wage  earner  can  unite  their  savings  to  lend 
to  others  of  their  own  classes,  afford  a  good  opportunity 
for  supplying  cheap  money  for  short-time  loans  on  per¬ 
sonal  or  chattel  security.  Their  success,  whatever  that 
has  been,  has  undoubtedly  been  due  to  the  principles  of 
cooperation  and  a  real  cooperative  spirit  among  their 
members. 


RURAL  CREDIT  UNIONS 

In  the  United  States  credit  unions  have  been  organized 
as  separate  agricultural  institutions,  but  only  to  a  very 
limited  extent.  Ten  states  have  passed  special  laws 
which  authorize  the  organization  and  regulation  of  coop¬ 
erative  credit  societies  for  making  short-time  loans  to 
their  members.  In  alphabetical  order  those  states  are 
Massachusetts,  Nebraska,  New  York,  North  Carolina, 
Oregon,  Rhode  Island,  South  Carolina,  Texas,  Utah,  and 
Wisconsin.  In  two  other  states — Connecticut  and  New 
Jersey — rural  credit  unions  have  been  organized  under 
existing  laws.  In  only  two  states,  however,  have  people’s 
banks  or  credit  unions  proper  been  established  in  any 
great  number.  Massachusetts  reported  sixty  and  New 
York  fifty-three  associations  in  1921.  Rhode  Island 
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reported  only  two  associations.  In  these  three  states 
the  cooperative  credit  unions  have  been  organized  chiefly 
by  wage  earners  and  only  slightly  by  farmers. 

Status  in  various  states. 

In  the  past  few  years,  however,  more  attention  has 
been  given  to  organizing  credit  unions  among  farmers. 
The  greatest  period  of  organization,  except  for  North 
Carolina,  seems  to  have  been  reached  in  1916.  The 
following  table  gives  the  principal  data  on  rural  credit 
unions  as  reported  for  that  year: 


Table  XVI. — Status  of  rural  credit  unions  December  31,  1916 


State 

Number 
of  unions 

Members 

Loans 

outstanding 

1 

44 

$1,685.00 

7,865.25 

10,700.45 

5 

127 

8 

261 

6 

132 

6,984.80 

9 

322 

4,031.20 

28 

886 

$31,266.70 

The  foregoing  table  shows  that  the  greatest  number 
of  rural  credit  unions  with  the  largest  membership  was 
in  North  Carolina.  All  the  credit  unions  of  farmers  in 
the  other  four  states  were  organized  with  the  aid  of  the 
Jewish  Agricultural  and  Industrial  Aid  Society  and  they 
were  entirely  composed  of  Jewish  farmers.  In  fact,  the 
above-named  society  was  the  pioneer  in  organizing  rural 
credit  unions  in  the  United  States.  It  helped  to  estab¬ 
lish  the  nineteen  credit  unions  in  Connecticut,  Massa- 
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chusetts,  New  Jersey,  and  New  York  between  the  years 
1911  and  1916.  This  society  also  loaned  each  rural  credit 
union  as  a  corporation  $1,000  at  2  per  cent  interest  a 
year  to  carry  on  its  work. 

Either  because  the  farmers  became  prosperous  and 
paid  off  their  loans  or  because  they  failed  to  succeed 
at  farming,  the  fact  remains  that  the  number  of  rural 
credit  unions  slowly  declined  after  1916.  In  1922  the 
manager  of  the  New  York  Jewish  Agricultural  Society 
reported  that  “within  the  last  few  years  most  of  the 
credit  unions  have  wound  up  their  affairs  and  there  are 
now  only  four  of  them  left.  These,  too,  are  being  slowly 
liquidated.”  As  a  matter  of  fact,  then,  there  are  prac¬ 
tically  no  active  rural  credit  unions  now  in  existence 
outside  of  North  Carolina. 

Status  in  North  Carolina. 

The  reason  why  rural  credit  unions  have  increased 
rather  than  decreased  in  number  in  that  state  is  because 
they  have  been  specially  fostered  by  law.  In  March, 
1915,  it  was  enacted  that  the  development  of  cooperative 
associations  and  credit  unions  should  be  encouraged  by 
means  of  state  aid  in  the  form  of  paying  the  salaries  of 
a  superintendent  and  his  assistants.  The  supervisory 
control  was  to  be  exercised  through  the  Division  of  Mar¬ 
kets  and  Rural  Organization  of  the  State  College  of 
Agriculture. 

The  duties  of  this  division  particularly  as  to  credit 
unions  were:  (1)  To  conduct  a  bureau  of  information 
in  regard  to  cooperative  associations  and  rural  credits; 
(2)  to  furnish  without  cost  the  necessary  blank  forms 
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for  the  organization  of  any  rural  credit  union  within  the 
state;  (3)  to  maintain  an  educational  campaign  for 
promoting  the  organization  of  credit  unions;  and  (4)  to 
examine  the  accounts  of  these  institutions  at  least  once 
a  year. 

Under  these  forms  of  state  aid  and  encouragement, 
the  rural  credit  unions  in  North  Carolina  steadily  in¬ 
creased  in  number  and  resources.  On  May  1,  1923,  a 
statement  as  to  their  condition  showed  26  unions  with 
1,128  members,  380  borrowers  who  had  been  loaned 
$93,180,  with  resources  of  $101,973,  and  a  combined 
surplus  and  guarantee  fund  amounting  to  $5,595.  This 
was  regarded  by  the  state  manager  of  credit  unions  as 
a  very  favorable  report  in  view  of  the  fact  that  some  of 
the  unions  had  been  inactive  for  more  than  a  year 
because  of  the  depression  in  agriculture  following  war¬ 
time  prosperity  and  low  prices  for  farm  products. 

The  benefits  derived  by  members  of  credit  unions, 
however,  do  not  appear  on  their  financial  statements. 
Since  the  unions  are  not  organized  for  profit,  only  a 
small  amount  is  set  aside  each  year  as  a  surplus  and 
guarantee  fund.  The  savings  accrue  directly  to  members 
because  of  the  reduced  prices  paid  for  farm  and  house¬ 
hold  supplies  purchased  for  cash  with  credit-union  funds. 
The  Lowes  Grove  union  alone  reported  a  saving  of 
$1,511.35  on  one  cooperative  cash  order  for  its  members. 

Another  benefit  derived  by  members  is  the  training 
they  receive  in  banking  and  business  methods.  The 
collective  credit  of  the  unions  enables  them  to  borrow 
money  of  local  banks  in  larger  amounts  and  under  better 
terms  and  conditions  than  the  farmer  members  could 
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procure  individually.  On  May  1,  1923,  the  26  North 
Carolina  credit  unions  had  borrowed  from  banks  $21,857 
to  lend  to  their  members.  As  a  means  of  encouraging 
this  collective  credit,  the  state  manager  is  constantly 
emphasizing  to  the  unions  that  they  must  deal  in  a  busi¬ 
nesslike  manner  with  the  banks  by  paying  when  they 
promise  to  pay  and  thereby  build  up  their  credit.  The 
same  principles  of  business  are  instilled  into  the  members 
to  meet  promptly  their  obligations  to  their  credit  unions. 

THE  LIMITATIONS  OF  CREDIT  UNIONS 

The  problem  with  these  mutual  credit  unions  has  al¬ 
ways  been  to  raise  sufficient  funds  for  lending  to  farmers. 
Deposits  by  residents  of  rural  communities  have  not  been 
sufficient  to  meet  all  demands  for  loans.  The  prevailing 
rate  of  interest  has  been  6  per  cent.  Security  must  be 
taken  for  any  loan  in  excess  of  $50,  but  an  indorsed  note 
is  held  to  be  security  under  the  definition  by  the  North 
Carolina  law.  A  member  who  needs  funds  with  which 
to  purchase  supplies  for  growing  crops  may  receive  a 
loan  in  fixed  monthly  installments  instead  of  in  one  sum. 
However,  when  an  indorsed  note  is  given  as  security, 
both  the  borrower  and  his  indorsers  must  be  known  to 
the  credit  committee  of  the  union  or  a  loan  will  not  be 
granted.  By  living  in  the  same  neighborhood  they  learn 
the  habits  of  borrowers  and  indorsers  as  to  their  thrift, 
honesty,  and  industry.  These  are  the  cardinal  principles 
governing  the  making  of  loans  to  members  of  existing 
rural  credit  unions. 

Evidently  there  would  be  danger  in  encouraging  the 
indorsement  of  a  farmer’s  note  or  the  taking  of  a  chattel 
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mortgage  by  an  institution  having  as  wide  a  range  of 
territory  as  a  national  farm  loan  association  which  fre¬ 
quently  extends  over  a  whole  county.  Rural  credit 
unions,  on  the  other  hand,  are  only  local  village  or  com¬ 
munity  societies,  the  members  of  which  are  known  to 
one  another.  There  would  be  little  risk  in  such  a  small 
credit  union  in  which  the  basis  of  loans  is  usually  the 
character  and  industry  of  the  borrower.  On  small  loans 
the  only  security  asked  is  one  or  two  indorsers,  and  no 
evidence  of  property  security  is  required.  The  amount 
of  credit  granted  on  this  basis  is  necessarily  limited, 
the  general  range  of  loans  being  from  $25  to  $100.  Very 
rarely  does  a  loan  amount  to  as  much  as  $500. 

By  means  of  this  form  of  cooperative  credit  it  is  pos¬ 
sible  for  those  in  need  of  small  sums  and  who  have  no 
direct  banking  connections  to  procure  loans  at  a  reason¬ 
able  rate  of  interest,  even  though  their  available  security 
is  relatively  insignificant.  This  is  true,  of  course,  pro¬ 
vided  their  reputation  and  character  are  such  as  to  make 
them  eligible  to  membership  in  the  rural  credit  union, 
and  that,  as  members,  they  have  shown  themselves 
worthy  of  the  confidence  of  the  association  of  farmers. 

The  funds  available  for  loans  in  rural  credit  unions 
are  derived  from  payments  on  shares  of  stock  and  from 
deposits  of  members  and  non-members  who  have  larger 
or  smaller  sums  which  they  are  able  to  deposit  at  interest 
with  the  society.  In  cases  in  which  the  funds  of  a  credit 
union  prove  insufficient  to  meet  the  needs  for  loans  to 
members,  it  has  been  possible  for  the  credit  unions  to 
procure  additional  funds  from  local  banks.  In  such 
cases  the  association  gives  its  own  note,  signed  by  its 
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officers,  and  deposits  as  collateral  the  indorsed  notes  of 
its  members  who  have  borrowed  of  the  association.  The 
rural  credit  unions,  therefore,  act  as  agencies  of  saving 
and  thrift,  and  they  place  these  savings  as  loans  in  the 
hands  of  the  members  who  are  temporarily  in  need  of 
credit,  for  only  members  can  borrow.  They  act  also 
as  channels  through  which  banks  in  rural  districts  can 
reach  individuals  whom  it  would  not  be  considered 
possible  or  practical  to  aid  with  direct  loans. 

When  a  rural  credit  union  has  more  funds  on  hand 
than  are  needed  for  loans  to  members,  the  surplus  is 
deposited  at  interest  with  a  local  bank.  This  provides 
for  the  retention  of  funds  within  a  limited  rural  territory 
and  it  tends  to  enrich  rather  than  to  impoverish  any 
particular  community,  as  is  the  case  when  funds  are 
procured  by  the  issue  and  sale  of  bonds.  While  the 
amount  of  funds  thus  made  available  is  necessarily 
limited,  they  are  always  employed  in  the  improvement 
of  a  borrower’s  financial  condition  and  for  the  general 
welfare  of  rural  communities. 

Summing  up  the  situation  as  to  both  kinds  of  credit 
unions,  they  are  known  to  be  excellent  rural  savings 
banks  which  stimulate  thrift,  bring  out  hoarded  money, 
and  confer  on  local  communities  the  benefits  of  safely- 
invested  funds.  However  small  a  village  or  a  farming 
community  may  be,  it  can  organize  a  credit  union,  give 
to  its  inhabitants  the  benefits  and  training  derived  from 
a  simple  form  of  banking  experience,  and  extend  the 
practice  of  thrift  into  every  home  in  the  locality.  Such 
a  credit  union  borrows  from  its  members  and  others  by 
accepting  savings  deposits  and  it  lends  these  funds  to 
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other  members  for  productive  purposes  only .  The  funda¬ 
mental  principles  are  that  thrift  precedes  savings  and 
that  character  precedes  credit.  The  general  tendency 
of  these  simple  institutions  is  to  develop  individual 
capacity  for  a  higher  personal  and  community  life. 
There  is  every  reason,  therefore,  for  encouraging  the 
organization  of  credit  unions  in  every  well-defined  rural 
community  in  the  United  States  and  in  Canada. 


CHAPTER  XVII 


AGRICULTURAL  LOANS  UNDER  THE  FEDERAL 
RESERVE  ACT 

It  does  not  fall  within  the  province  of  these  pages  to 
outline  the  provisions  of  the  Federal  Reserve  Act.  That 
law,  which  was  passed  in  December,  1913,  established 
primarily  a  national  commercial  banking  system.  At 
the  same  time  the  government  was  interested  in  authoriz¬ 
ing  the  making  of  short-time  loans  by  the  member  banks 
of  the  federal  reserve  system  as  an  aid  to  agricultural 
development,  and  it  is  the  method  of  advancing  credit 
for  this  purpose  which  concerns  this  chapter. 

The  enactment  of  the  Federal  Reserve  Act  was  the 
first  government  step  in  the  establishment  of  systematic 
indirect  short-time  credit  for  farmers,  but  the  govern¬ 
ment  neither  made  loans  to  banks  nor  authorized  direct 
loans  to  farmers.  The  second  step  of  direct  government 
loans  to  banks  and  other  institutions  making  loans  to 
farmers  and  stockmen  was  taken  after  the  entrance  of 
the  United  States  into  the  European  war  by  the  creation 
of  the  War  Finance  Corporation  in  1918;  and  the  third 
step  was  in  the  enactment  of  the  Agricultural  Credits 
Act  of  1923.  However,  up  to  the  present  time,  no  federal 
system  of  direct  short-time  loans  to  farmers  has  been 
established.  The  government  has  made  direct  seed-grain 
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loans  to  farmers  in  drought-stricken  areas  within  recent 
years,  but  the  sums  advanced  were  relatively  small  and 
were  for  emergency  purposes  only. 

The  government’s  policy  in  all  short-time  credit  legis¬ 
lation  has  been  in  aid  of  money-lending  agencies.  This 
indicates  not  only  an  abundance  of  credit  for  farmers, 
but  that  the  banks  were  in  need  of  relief  from  the  effects 
of  making  loans  in  an  already  over-capitalized  industry. 
The  policy  of  making  direct  government  loans  to  banks, 
live-stock  corporations,  and  agricultural  cooperative 
associations  will  be  presented  later. 

RELATION  OF  CREDIT  TO  MARKETING 

Before  the  establishment  of  the  federal  reserve  system, 
it  was  one  of  the  customs  of  country  bankers  and  mer¬ 
chants  to  advance  credit  to  farmers  on  their  growing 
crops  for  a  period  not  longer  than  six  months,  but  on 
the  condition  that  they  pay  their  notes  when  the  crops 
were  harvested.  This  made  no  provision  for  systematic 
marketing.  The  result  was  that  the  crops  had  to  be 
got  away  from  the  farms  promptly,  and,  where  many 
farmers  were  engaged  in  the  same  lines  of  production, 
the  markets  were  glutted  with  farm  products  which  low¬ 
ered  their  price  to  the  great  disadvantage  of  producers. 

This  policy  had  another  effect.  Every  fall  the  country 
passed  through  what  was  known  as  the  crop-moving 
stringency.  Products  flooding  the  market  in  the  manner 
indicated  above  had  to  be  moved.  Banks  began  fortify¬ 
ing  themselves  early  in  the  season  for  the  crop-moving 
period  by  calling  in  as  much  of  their  resources  as  pos¬ 
sible;  but  even  then  at  times  the  government  had  to  come 
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to  their  aid  by  making  temporary  deposits  of  funds  to 
assist  in  the  movement  of  crops. 

Past  experience  has  demonstrated  that  a  rational  sys¬ 
tem  of  short-time  loans  to  farmers  should  take  into  con¬ 
sideration  the  relation  of  crop  marketing  to  crop  produc¬ 
tion.  What  the  farmer  needs  and  should  have  for  his 
own  good,  for  the  benefit  of  rural  communities,  and  for 
the  nation’s  welfare,  is  to  be  able  to  borrow  for  a  length 
of  time  to  correspond  with  the  kind  of  product  he  is 
aiming  to  put  on  the  market.  If  he  is  engaged  in  crop 
production,  he  ought  to  be  able  to  borrow  on  his  growing 
crops  for  not  less  than  a  nine-months’  period  and  at  a 
reasonable  rate  of  interest.  This  will  enable  him  to  carry 
his  crops  until  he  can  dispose  of  them  at  a  remunerative 
price,  prevent  a  glutting  of  the  market,  and  stop  the 
annual  stringency  of  cars  and  funds  for  crop-moving 
purposes. 

Though  the  federal  reserve  system  provides  that 
farmers’  notes,  drafts,  or  bills  of  exchange  drawn  for 
both  productive  and  marketing  purposes  are  eligible  for 
rediscount  by  federal  reserve  banks,  many  of  the  insti¬ 
tutions  throughout  the  country  which  make  short-time 
loans  to  farmers  have  not  generally  taken  advantage  of 
the  system.  This  is  probably  due  to  the  fact  that  coun¬ 
try  bankers  and  merchants,  as  a  rule,  are  not  familiar 
with  the  federal  reserve  system  which  was  established 
mainly  for  commercial  purposes.  Nevertheless,  the  fol¬ 
lowing  summary  shows  to  what  extent  the  government 
had  the  farmers’  interests  in  mind  when  it  provided  for 
the  rediscount  of  agricultural  short-time  paper  by  mem¬ 
ber  banks  of  the  federal  reserve  system. 
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THE  BASIS  OF  DISCOUNTABLE  LOANS 

While  the  loans  any  national  banking  association  con¬ 
nected  with  the  federal  reserve  system  may  make  to 
farmers  are  based  on  “land”  security,  nevertheless  they 
must  be  regarded  as  short-time  loans  for  four  reasons: 

(1)  The  loans  are  made  by  commercial  banks  doing 
a  banking  business  according  to  commercial  methods,  and 
this  is  characteristic  of  short-time  loans;  (2)  the  farm 
land  offered  as  security  must  be  “improved  and  unen¬ 
cumbered”— that  is,  there  must  be  no  existing  mortgage 
on  the  land  or  a  loan  will  not  be  granted;  (3)  the  period 
of  a  loan  may  be  the  ordinary  commercial  six  months’ 
or  any  time  not  longer  than  five  years;  and  (4)  loans 
made  on  other  improved  and  unencumbered  real  estate, 
as  distinguished  from  “farm  land,”  may  not  be  for  a 
longer  time  than  one  year. 

Evidently,  then,  the  only  element  in  these  conditions 
which  partake  .of  the  character  of  a  “long-time”  loan, 
as  compared  with  the  periods  of  ordinary  commercial 
loans,  is  the  fact  that  loans  on  farm  lands  may  be  made 
for  as  long  a  period  as  five  years.  This  is  undoubtedly 
a  special  concession  to  agriculture  as  shown  by  the  fact 
that,  on  other  improved  and  unencumbered  real  estate, 
the  period  of  the  loan  cannot  exceed  one  year. 

Other  restrictions  on  these  kinds  of  loans,  clearly  indi¬ 
cative  of  short-time  principles  and  conditions,  are  that 
loans  cannot  be  made  “to  exceed  fifty  per  centum  of  the 
actual  value  of  the  property  offered  as  security,  and 
any  bank  can  make  loans,  “whether  secured  by  such  farm 
land  or  such  real  estate,  in  an  aggregate  sum  equal  to 
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twenty-five  per  centum  of  its  capital  and  surplus,  or  to 
one-third  of  its  time  deposits.” 

These  restrictions  would  prevent  any  bank  of  the  fed¬ 
eral  reserve  system  from  tying  up  more  than  one-fourth 
of  its  capital  and  surplus,  or  one-third  of  its  time  deposits, 
in  loans  on  real  property  for  periods  of  time  which  could 
not  exceed  five  years.  It  is  on  this  foundation  that  loans 
are  made  discountable  under  the  federal  reserve  system 
in  order  to  extend  the  credit  facilities  of  country  banks 
and  agricultural  cooperative  associations. 

The  original  Federal  Reserve  Act,  approved  Decem¬ 
ber  23,  1913,  has  been  amended  from  time  to  time — the 
latest  amendments  being  incorporated  in  the  Agricultural 
Credits  Act  of  1923 — in  order  to  increase  the  facilities 
for  extending  indirect  credit  to  farmers.  At  the  same 
time  the  act  places  certain  limitations  on  the  character 
of  paper  that  the  twelve  federal  reserve  banks  may  dis¬ 
count  for  the  banks  which  belong  to  the  system.  It  also 
imposes  on  the  Federal  Reserve  Board  the  duty  of  issuing 
regulations  for  putting  into  effect  those  provisions  of  the 
law.  The  following  summary  presents  the  ways  in  which 
short-time  credit  has  thus  been  extended  in  behalf  of  the 
agricultural  interests. 

METHOD  OF  DISCOUNTING  ELIGIBLE  PAPER 

It  has  previously  been  stated  that  farmers  can  not 
obtain  credit  directly  from  any  one  of  the  twelve  federal 
reserve  banks.  The  credit  facilities  of  these  banks  are 
only  indirectly  open  to  farmers  if  they  have  already 
obtained  loans  of  their  own  local  banks.  The  notes  of 
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farmers  are  not  discountable  with  the  reserve  banks 
unless  the  local  country  banks  are  members  of  the  fed¬ 
eral  reserve  system.  Under  the  best  of  conditions,  then, 
the  usefulness  of  the  reserve  banks  in  increasing  short- 
time  credit  facilities  to  farmers  through  country  banks 
is  exceedingly  limited,  for  only  when  those  banks  are 
members  of  the  federal  reserve  system  may  they  redis¬ 
count  with  a  reserve  bank  the  notes,  drafts,  or  bills  of 
exchange  acquired  from  their  farmer  customers.  Fol¬ 
lowing  is  a  brief  summary  of  the  ways  in  which  the  paper 
given  by  farmers  to  their  local  banks  as  evidence  of  credit 
advances  is  eligible  for  discount  by  a  federal  reserve 
bank. 

For  banks. 

The  character  of  paper  which  federal  reserve  banks 
may  discount  is  defined  in  section  13  of  the  act.  This 
provision  of  law  authorizes  a  reserve  bank  to  discount 
notes,  drafts,  and  bills  of  exchange  issued  or  drawn  for 
agricultural  purposes,  the  proceeds  of  which  have  been 
or  are  to  be  used  for  such  purposes.  The  law  does  not 
permit  a  reserve  bank  to  discount  paper  the  proceeds  of 
which  are:  (1)  To  be  loaned  to  some  other  borrower; 
(2)  to  be  used  for  permanent  investment;  or  (3)  for 
speculation.  Exceptions  in  favor  of  certain  kinds  of 
agricultural  loans  under  the  first  proposition  will  be  dis¬ 
cussed  later. 

Agricultural  paper  is  given  by  the  act  an  important 
advantage  over  commercial  paper,  since  the  latter  can 
be  discounted  only  for  a  period  not  exceeding  ninety 
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days,  while  paper  which  is  issued  or  drawn  for  an  agri¬ 
cultural  purpose,  or  is  based  on  live  stock,  may  now  be 
discounted  by  the  reserve  banks  even  though  it  has  nine 
months  to  run  from  the  date  of  discount.  The  Federal 
Reserve  Board  has  recently  made  appropriate  provision 
for  this  in  its  regulations,  in  which  the  definition  of 
“agricultural  paper”  has  been  clarified  and  broadened 
so  as  to  incorporate  the  latest  and  most  liberal  principles 
adopted  by  the  board  in  determining  what  constitutes 
agricultural  paper.  Nine  months’  paper  will  thus  be 
eligible  for  discount  if  the  proceeds  have  been  or  are  to 
be  used  by  a  farmer  in  any  one  or  more  of  the  steps  of 
planting,  cultivating,  harvesting,  or  marketing  a  crop; 
or  of  breeding,  fattening,  or  marketing  live  stock. 

The  Federal  Reserve  Board  has  held  that  the  market¬ 
ing  of  crops  and  of  live  stock  also  includes  carrying  them 
for  a  reasonable  time  in  order  to  market  them  in  an 
orderly  manner.  This  regulation  of  the  board  will  enable 
farmers  to  hold  their  products  for  a  while  instead  of 
having  to  dump  them  in  large  quantities  on  the  market 
at  one  time  in  order  to  get  money  with  which  to  meet 
current  expenses  or  maturing  obligations.  The  aid  thus 
rendered,  however,  is  primarily  in  the  interest  of  country 
banks  rather  than  of  farmers,  since  member  banks  which 
have  loaned  money  for  nine  months  to  wheat  growers, 
cotton  growers,  and  other  farmers  for  the  purpose  of 
raising,  carrying,  and  marketing  their  crops  will  be  able 
to  rediscount  the  notes  of  their  farmer  customers  with  a 
federal  reserve  bank  if  the  bank  which  made  the  loan 
to  a  farmer  is  a  member  of  the  federal  reserve  system. 


Farm  Loans  Under  the  Federal  Reserve  Act  333 

For  cooperative  associations. 

Besides  rediscounting  farmers’  notes  for  member  banks 
of  the  federal  reserve  system,  the  reserve  banks  may  dis¬ 
count  notes  of  agricultural  cooperative  marketing  asso¬ 
ciations.  In  recent  years  such  associations  have  been 
coming  more  and  more  into  prominence  as  agencies  which 
enable  farmers  to  market  their  crops  and  live  stock  to 
better  advantage.  The  service  which  cooperative  market¬ 
ing  associations  can  render  to  their  members  is  clearly 
recognized,  and  the  Federal  Reserve  Act  makes  special 
provisions  for  the  extension  of  short-time  credit  to  such 
associations. 

As  amended  by  the  Agricultural  Credits  Act  of  1923, 
cooperative  marketing  associations  can  issue  paper  which 
is  eligible  for  discount  with  maturities  up  to  nine  months, 
if  the  money  is  advanced  to  members  for  an  agricultural 
purpose,  or  if  it  is  used  to  pay  members  for  farm  products 
delivered  or  to  finance  the  association  in  packing,  in  pre¬ 
paring  for  market,  or  in  marketing  products  grown  by 
its  members.  Notes  of  cooperative  marketing  associa¬ 
tions  on  which  money  is  borrowed  to  be  in  turn  loaned 
to  individual  members  would  not  ordinarily  be  eligible 
for  discount  with  a  federal  reserve  bank;  but  Congress 
felt  that  the  ability  to  issue  such  paper  and  have  it 
available  for  discount  would  be  of  such  assistance  in  the 
cooperative  marketing  of  farm  products  that  a  special 
exception  to  the  general  rule  was  made  in  the  case  of 
agricultural  cooperatives.  The  law  also  specifically  de¬ 
fines  as  “agricultural  paper”  certain  kinds  of  obligations 
issued  by  cooperative  marketing  associations  which 
would  otherwise  be  construed  as  commercial  paper.  This 


334  Farm  Credits  in  the  United  States  and  Canada 

provision  makes  the  obligations  in  question  eligible  for 
discount  with  the  reserve  banks  for  a  maximum  period 
of  nine  months  instead  of  the  three  months  allowed  for 
ordinary  commercial  paper. 

By  open-market  purchases. 

In  addition  to  the  discount  of  agricultural  paper  for 
member  banks  of  the  federal  reserve  system,  the  reserve 
banks  are  also  enabled  to  extend  credit  facilities  to  agri¬ 
cultural  interests  by  means  of  purchasing  such  paper  in 
the  open  market.  Under  section  14  of  the  act,  the  power 
is  given  to  the  federal  reserve  banks  to  purchase  in  the 
open  market  bankers’  acceptances  and  bills  of  exchange 
of  the  kinds  and  maturities  made  eligible  for  discount. 
By  virtue  of  this  provision,  the  federal  reserve  banks 
may  purchase,  as  well  as  discount,  bills  of  exchange 
drawn  for  agricultural  purposes  and  having  maturities 
up  to  nine  months.  They  may  also  purchase  secured 
bankers’  acceptances  drawn  to  finance  agricultural  oper¬ 
ations  with  maturities  up  to  six  months. 

EXTENSION  OF  THE  DISCOUNT  PRIVILEGE 

The  amendments  to  the  Federal  Reserve  Act,  which 
were  incorporated  in  the  Agricultural  Credits  Act  of  1923, 
should  prove  of  some  assistance  to  country  banks  con¬ 
nected  with  the  system,  since  those  amendments  extend 
the  discounting  privilege  to  certain  forms  of  agricultural 
paper  not  previously  eligible  for  discount.  The  chief 
forms  of  paper  thus  favored  are  sight  drafts,  demand 
drafts,  and  factor’s  paper. 

Under  the  original  act,  sight  and  demand  drafts  were 
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not  eligible  for  discount  because  they  had  no  definite 
maturity.  It  appears,  however,  that  it  is  the  custom  of 
many  member  banks  in  rural  districts  during  crop-mov¬ 
ing  periods  to  discount  large  amounts  of  sight  drafts 
secured  by  bills  of  lading  covering  the  shipment  of  wheat, 
cotton,  or  other  staple  agricultural  products.  These 
drafts,  although  having  no  definite  maturity,  are  usually 
paid  with  great  promptness  and,  therefore,  actually  con¬ 
stitute  a  liquid  and  desirable  form  of  paper. 

At  the  suggestion  of  the  Federal  Reserve  Board,  the 
above-mentioned  amendment  to  the  act  was  passed  in 
order  to  permit  the  federal  reserve  banks  to  discount 
sight  or  demand  drafts  drawn  to  finance  the  domestic 
shipment  of  readily  marketable  staple  agricultural  prod¬ 
ucts  which  are  secured  by  bills  of  lading  or  similar  ship¬ 
ping  documents  conveying  or  securing  title  to  such  staple 
farm  products.  In  order  to  assure  the  liquidity  of  the 
assets  of  a  federal  reserve  bank,  it  is  provided  that  such 
paper  must  be  presented  for  payment  with  reasonable 
promptness,  but  that  in  no  event  may  a  federal  reserve 
bank  hold  such  paper  for  a  longer  period  than  ninety 
days. 

The  law  as  recently  amended  also  provides  that  notes, 
drafts,  and  bills  of  exchange  of  agents  or  factors  issued 
for  the  purpose  of  making  advances  to  producers  of 
staple  farm  products  in  their  raw  state  shall  be  eligible 
for  discount.  Under  the  original  law  paper  representing 
a  loan  to  some  other  borrower  would  not  be  eligible,  but 
this  kind  of  factor’s  paper  may  now  be  discounted  with 
maturities  up  to  ninety  days.  This  should  prove  of  some 
assistance  in  financing  farmers  because,  in  addition  to 
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borrowing  from  their  local  banks,  they  can  also  borrow 
from  their  agents  who  will  be  more  ready  to  lend  money 
to  farmers  on  account  of  the  privilege  afforded  the 
creditor  of  making  notes  and  drafts  which  may  be  dis¬ 
counted  at  a  federal  reserve  bank.  These  extensions  of 
the  discount  privilege  were  granted  by  the  amendments 
enacted  in  1923,  but  they  are  of  too  recent  origin  to 
determine  to  what  extent  they  are  likely  to  aid  agri¬ 
cultural  development. 

bankers’  acceptances 

In  addition  to  the  ordinary  classes  of  credit  instru¬ 
ments — that  is,  notes,  drafts,  and  bills  of  exchange — a 
type  of  paper  known  as  “bankers’  acceptances”  has  re¬ 
cently  come  into  more  common  use  as  a  means  of 
financing  agricultural  operations  by  individual  farmers, 
but  more  particularly  by  cooperative  marketing  asso¬ 
ciations. 

Bankers’  acceptances  are  drafts  or  bills  of  exchange 
drawn  on  and  accepted  by  a  bank,  trust  company,  or 
other  banking  institution,  and  the  law  authorizes  federal 
reserve  banks  to  discount  bankers’  acceptances  under 
certain  conditions.  So  far  as  agricultural  paper  is  con¬ 
cerned,  such  acceptances  must  be  indorsed  by  a  member 
bank  of  the  federal  reserve  system,  and  they  must  be 
drawn  to  finance  either  the  importation  or  the  exporta¬ 
tion  of  goods,  the  domestic  shipment  of  goods,  or  the 
storage  of  readily  marketable  staple  farm  products. 
Acceptances  which  are  drawn  to  finance  the  domestic 
shipment  of  goods  or  the  storage  of  readily  marketable 
staple  farm  products  must  also  be  secured  by  shipping 
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documents  or  warehouse  receipts  conveying  or  securing 
title  to  the  goods  or  products  in  question. 

The  law  also  discriminates  in  favor  of  those  bankers’ 
acceptances  which  are  drawn  to  finance  agricultural 
operations  by  making  them  eligible  for  discount  with 
maturities  up  to  six  months,  provided  they  are  secured 
by  warehouse  receipts  conveying  title  to  readily  market¬ 
able  staple  farm  products,  while  bankers’  acceptances 
drawn  for  other  purposes  may  be  discounted  by  federal 
reserve  banks  with  maturities  up  to  ninety  days  only. 
Thus  individual  farmers  and  cooperative  marketing  asso¬ 
ciations  can  obtain  funds  to  finance  their  operations  by 
drawing  on  their  banks  and  discounting  the  accepted 
drafts  with  other  banks.  This  additional  means  of  ob¬ 
taining  credit  is  a  valuable  one  because  bankers’  accep¬ 
tances  are  normally  the  best  type  of  credit  instrument 
and  carry  the  lowest  rate  of  interest. 

OTHER  FACILITIES  FOR  AGRICULTURAL  LOANS 

Besides  the  above  outline  of  the  most  important  pro¬ 
visions  of  the  Federal  Reserve  Act  which  authorize  the 
extension  of  credit  to  country  banks  belonging  to  the 
federal  reserve  system,  there  are  also  certain  amend¬ 
ments  which  deal  with  the  relations  between  the  federal 
reserve  banks  and  the  new  intermediate  credit  institu¬ 
tions  established  by  the  Agricultural  Credits  Act  of  1923. 
Thus  any  federal  reserve  bank  may  rediscount  for  any 
federal  intermediate  credit  bank,  subject  to  regulations 
of  the  Federal  Reserve  Board,  notes,  drafts,  and  bills 
of  exchange  with  maturities  up  to  six  months  that  have 
been  drawn  for  an  agricultural  purpose  or  are  based  on 
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live  stock.  This  privilege  is  only  accorded  on  the  condi¬ 
tion  that  any  credit  instrument  so  offered  for  redis¬ 
count  bears  the  indorsement  of  a  member  bank  of  the 
federal  reserve  system. 

As  a  further  aid  to  the  new  intermediate  credit  insti¬ 
tutions,  it  is  also  provided  that  any  federal  reserve  bank 
may  buy  and  sell  debentures  and  other  obligations  issued 
by  a  federal  intermediate  credit  bank  or  by  a  national 
agricultural  credit  corporation,  but  only  to  the  same 
extent  and  under  the  same  limitations  as  it  may  buy 
and  sell  farm  loan  bonds  in  accordance  with  the  rules 
and  regulations  prescribed  by  the  Federal  Reserve  Board. 

Attention  should  also  be  called  to  the  provisions  of 
section  5200  of  the  United  States  Revised  Statutes. 
This  section  applies  only  to  national  banks,  but  it  has 
an  important  bearing  on  the  amount  of  credit  which 
farmers  and  cooperative  marketing  associations  may  ob¬ 
tain  from  national  banks.  It  contains  a  limitation  on 
the  amount  of  money  which  a  national  bank  may  lend 
to  any  one  person.  In  general,  this  is  10  per  cent  of  a 
bank’s  capital  and  surplus,  with  certain  classes  of  paper 
excluded  as  not  being  considered  loans  of  money.  An 
exception  is  made,  however,  with  respect  to  loans  on 
readily  marketable,  non-perishable  staple  farm  products 
and  on  live  stock.  Such  loans  may  be  made  to  any  one 
person  up  to  25  per  cent  of  the  lending  bank’s  capital 
and  surplus,  provided  the  loans  over  and  above  10  per 
cent  are  represented  by  notes  secured  by  shipping  docu¬ 
ments  or  warehouse  receipts  covering  staple  products 
or  live  stock. 

National  banks  may  also  discount  in  unlimited 
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amounts  certain  kinds  of  paper  classified  broadly  as 
“bills  of  exchange  drawn  in  good  faith  against  actually 
existing  values.”  Section  5200  of  the  United  States 
Revised  Statutes  includes  in  this  broad  classification 
drafts  secured  by  shipping  documents  conveying  or  se¬ 
curing  title  to  goods  shipped,  demand  obligations  when 
secured  by  documents  covering  commodities  in  process 
of  shipment,  and  bankers’  acceptances  of  the  kinds 
described  in  the  preceding  section,  so  that  national  banks 
may  extend  credit  on  these  classes  of  paper  without 
limitation.  These  provisions,  inserted  on  the  recommen¬ 
dation  of  the  Federal  Reserve  Board,  give  broad  powers 
to  national  banks  to  extend  accommodation  on  the  se¬ 
curity  of  farm  products  and  live  stock,  and  they  may 
prove  of  some  value  to  farmers  and  cattlemen  in  their 
financing  problems. 

The  preceding  analysis  of  the  provisions  of  the  Federal 
Reserve  Act  which  relate  to  short-time  loans  to  farmers 
and  to  cooperative  marketing  associations  shows  that 
the  agricultural  interests  receive  no  direct  aid  from  the 
twelve  federal  reserve  banks.  The  outstanding  fact  is 
that  a  farmer  must  go  first  to  a  banker  for  a  loan,  though 
under  the  latest  amendments  he  may  borrow  of  a  co¬ 
operative  marketing  association.  Most  loans  thus  pro¬ 
cured  are  made  by  national  or  state  banks  which  are 
members  of  the  federal  reserve  system.  The  bank  has 
the  deciding  voice  as  to  whether  or  not  the  applicant 
shall  receive  a  loan.  If  the  banker  does  not  believe  a 
farmer’s  credit  is  good,  he  will  not  obtain  a  loan. 

In  every  case  the  original  note  of  a  borrower  must  be 
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indorsed  by  the  lending  institution.  This  renders  it 
liable  for  the  amount  of  the  loan  to  the  same  extent 
that  an  indorser  of  a  simple  promissory  note  becomes 
liable  if  the  maker  of  the  note  defaults.  No  farmer 
whose  credit  is  not  already  good  is  helped  by  the  federal 
reserve  system.  The  existence  of  various  governmental 
rediscounting  institutions  opens  additional  avenues  and 
extends  more  facilities  for  the  handling  of  a  given 
amount  of  credit,  thereby  relieving  the  congestion  of 
credits  in  any  set  of  banks.  The  federal  reserve  system 
does  not  add  one  cent  of  credit  to  the  aggregate  volume 
already  available  to  farmers. 

When  farmers  are  unable  to  meet  their  notes,  the  in¬ 
dorsing  banks  have  to  be  prepared  to  pay  them.  This 
may  require  the  carrying  of  defaulting  borrowers  by  the 
indorsing  banks,  but  it  only  puts  off  the  evil  day  of 
reckoning  for  the  banks  themselves  if  the  borrowers 
continue  to  have  crop  or  live-stock  failures.  Then  the 
banks  carry  “frozen”  credits — a  situation  which  leads 
to  financial  embarrassment  that  may  finally  close  a 
bank’s  doors. 

That  the  additional  credit  facilities  have  not  materially 
aided  the  banks  is  shown  by  the  report  of  the  Comp¬ 
troller  of  the  Currency  for  1922.  This  gives  the  number 
of  failures  of  state  and  private  banks  as  364  and  of 
national  banks  as  33 — a  total  of  397.  There  were  more 
bank  failures  in  1922  than  in  any  other  year  for  which 
statistics  are  presented.  Evidently  the  short-time  farm 
loan  problem  is  not  to  be  solved  by  further  legislation 
which  would  open  still  other  channels  of  credit  to  farmers 
in  the  United  States. 


CHAPTER  XVIII 


GOVERNMENT  SYSTEMS  OF  SHORT-TIME 
LOANS  FOR  FARMERS 

With  the  entrance  of  the  United  States  into  the  Euro¬ 
pean  war  in  1917,  the  gallant  Ship  of  State  sailed  out 
upon  the  troubled  waters  of  making  direct  loans  to 
farmers  and  establishing  systems  of  short-time  credit 
for  indirect  loans  for  the  first  time  in  history.  These 
adventures  consist  of  loans  to  farmers  in  drought- 
stricken  areas,  the  creation  of  the  War  Finance  Corpo¬ 
ration,  and  the  establishment  of  the  federal  intermediate 
credit  banks. 

LOANS  IN  DROUGHT-STRICKEN  AREAS 

In  the  Northwest  during  the  two  crop-growing  seasons 
of  1917  and  1918,  the  western  portion  of  North  Dakota 
and  certain  parts  of  Montana  and  Washington  were 
subject  to  severe  winter  weather  and  drought.  The 
result  was  that  wheat  and  other  grain  crops  were  com¬ 
pletely  destroyed  for  those  two  years  in  succession. 
Similar  conditions  prevailed  in  the  South  and  South¬ 
west,  particularly  in  parts  of  Kansas,  Oklahoma,  Texas, 
and  New  Mexico. 

Thousands  of  farmers  in  the  above-mentioned  sec¬ 
tions  had  not  only  exhausted  their  credit  resources,  but 
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were  about  to  abandon  their  farms  when  the  government 
came  to  their  assistance  in  the  fall  of  1918  by  a  special 
fund  of  $5,000,000  to  be  loaned  to  them  for  the  purchase 
of  seed  grain  in  order  that  they  might  try  to  raise  crops 
a  third  season.  The  conditions  of  loans  thus  made  were 
as  follows: 

In  order  to  obtain  a  loan  at  all,  a  farmer  must  have 
had  two  successive  crop  failures  and  be  unable  to  borrow 
money  or  procure  credit  elsewhere.  Even  under  these 
most  restrictive  conditions  no  less  than  10,641  farmers 
were  accorded  government  loans  at  the  rate  of  $3  an 
acre,  with  limitation  of  100  acres.  The  total  amount 
loaned  in  the  fall  of  1918  under  this  arrangement  was 
$2,396,460. 

In  the  spring  of  1919,  a  large  part  of  the  balance  of 
$2,603,540  was  loaned  out  to  4,928  farmers  at  an  allowed 
cost  of  $5  an  acre,  because  the  cost  of  seeding  spring 
wheat  and  other  cereals  is  greater  than  with  fall  planting. 
A  survey  of  the  situation  made  by  the  United  States 
Department  of  Agriculture  at  that  time  showed  that 
these  loans  would  only  take  care  of  the  most  urgent 
cases. 

Each  farmer  who  received  a  loan  for  seeding  his  land 
“signed  a  promissory  note  for  the  amount  of  the  loan, 
with  interest  at  the  rate  of  6  per  cent  a  year,  payable 
in  the  fall  of  1919,  and  executed  a  mortgage  giving  the 
government  a  first  lien  on  the  crop  to  be  grown  on  the 
acreage  specified.  Furthermore,  provision  was  made  for 
a  guaranty  fund,  each  borrower  agreeing  to  contribute 
15  cents  for  each  bushel  in  excess  of  a  yield  of  6  bushels 
an  acre  planted  under  the  agreement.  A  maximum 
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contribution  of  75  cents  an  acre  was  fixed.”  The  object 
of  this  fund  was  to  safeguard  the  government  against 
loss.  If  it  exceeded  the  loss,  the  excess  was  to  be  re¬ 
funded  pro  rata  to  the  contributors. 

To  prevent  farmers  from  being  unjustly  exploited 
under  these  conditions,  the  federal  land  banks  of  the 
districts  affected  were  designated  as  the  financial  agents 
of  the  government  to  make  the  loans  and  the  collections. 
Many  of  the  farmers  failed  the  third  time,  collections 
could  not  always  be  made,  and  Congress  had  to  come  to 
the  relief  of  the  distressed  farmers  by  authorizing  the 
federal  land  banks  to  release  them  from  their  obliga¬ 
tions. 

The  following  table  shows  the  number  and  amount  of 
the  loans,  the  sum  released,  the  principal  collected,  the 
interest  collected,  contributions  to  the  guaranty  funds, 
and  the  balance  of  principal  outstanding  uncollected  as 
of  October  31,  1923: 


Table  XVII. — Status  of  seed-grain  loans  made  by  the  United  States 
government  as  of  October  31,  1923 


Federal 

land 

bank 

Num¬ 
ber  of 
loans 

Amount 

loaned 

Principal 

collected 

Principal 

released 

Balance 
of  princi¬ 
pal  uncol¬ 
lected 

Inter¬ 
est  col¬ 
lected 

Guar¬ 

anty 

funds 

Wichita .  . 
St.  Paul. 
Spokane  . 

Total. . 

8,282 

1,138 

6,149 

$1,891,133 

358,370 

1,951,379 

$1,365,951 

67,128 

10,361 

$298,589 

264,984 

1,254,593 

$226,593 

26,259 

686,425 

$75,295 

1,765 

478 

$246,489 

443 

24 

15,569 

$4,200,882 

$1,443,440 

$1,818,  166 

$939,277 

$77,538 

$246,956 

The  foregoing  table  shows  that  of  $4,200,882  loaned  to 
farmers  directly  by  the  government  on  short-time  per- 
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sonal  security,  there  was  a  great  loss  both  of  interest 
and  of  principal.  On  the  basis  that  the  outstanding 
indebtedness  is  chargeable  with  interest  for  six  months 
only,  the  total  interest  due  the  government  would  have 
been  $126,026.  The  amount  of  interest  paid  has  been 
$77,538,  leaving  interest  defaulted  in  the  sum  of  $48,488. 
As  a  matter  of  fact,  however,  many  of  the  loans  were 
outstanding  nine  months  and  even  longer,  so  that  the 
loss  of  interest  has  been  much  greater  than  the  above 
figures  indicate. 

As  to  the  payments  on  principal,  the  table  shows  that 
loans  to  the  amount  of  $1,818,166,  or  about  43  per  cent 
of  the  original  fund,  have  been  released  entirely  because 
they  were  uncollectable,  the  borrowers  having  bcome 
totally  bankrupt.  In  addition  the  sum  of  $939,277,  or 
more  than  22  per  cent  of  the  principal,  was  still  uncol¬ 
lected,  and  this  fact  indicates  that,  in  all  probability, 
most  of  that  indebtedness  will  never  be  collected  now 
since  the  loans  it  represents  have  been  outstanding  prac¬ 
tically  for  four  years.  To  offset  this  loss,  however,  is 
the  guaranty  fund  of  $246,956  which  the  government 
will  retain  because  it  falls  far  short  of  the  actual  loss 
sustained  through  releases  of  loans,  defaults  of  interest, 
and  uncollectable  loans.  It  is  plain,  therefore,  that 
direct  money-lending  to  farmers  by  the  government  has 
proven  to  be  a  great  financial  failure. 

THE  WAR  FINANCE  CORPORATION 

Except  that  agriculture  may  be  included  in  the  general 
term  “industries,”  the  War  Finance  Corporation  Act 
was  not  passed  for  the  purpose  of  aiding  that  industry. 
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Among  other  things  included  within  the  objects  for  which 
the  War  Finance  Corporation  was  created  by  the  act 
approved  April  5, 1918,  are  “to  provide  credits  for  indus¬ 
tries  and  enterprises  in  the  United  States  necessary  or 
contributory  to  the  prosecution  of  the  war.”  To  supply 
these  credits,  the  act  further  provides  “that  the  capital 
stock  of  the  corporation  shall  be  $500,000,000,  all  of 
which  shall  be  subscribed  by  the  United  States  of 
America.” 

In  order  to  encourage  an  increase  in  the  production  of 
food  supplies,  staple  farm  products,  and  the  raw  mate¬ 
rials  of  the  textile,  clothing,  and  footwear  industries,  the 
act  was  amended  in  November,  1918,  March,  1919,  and 
August,  1921.  The  main  provisions  of  the  Agricultural 
Credits  Act  of  August  24,  1921,  authorizes  the  corpo¬ 
ration  to  make  advances  “to  any  bank,  banker,  or  trust 
company  in  the  United  States,  or  to  any  cooperative 
association  of  producers  in  the  United  States  which 
may  have  made  advances  for  agricultural  purposes,  in¬ 
cluding  the  breeding,  raising,  fattening,  and  marketing 
of  live  stock,  or  may  have  discounted  or  rediscounted 
notes,  drafts,  bills  of  exchange  or  other  negotiable  instru¬ 
ments  issued  for  such  purposes.” 

The  act  further  provides  that  such  advances  were  to 
be  made  on  promissory  notes  or  other  instruments  which 
imposed  on  the  borrowing  institution  “a  primary  and 
unconditional  obligation  to  repay  the  advance  at  ma¬ 
turity  with  interest  as  stipulated  therein,  and  shall  be 
fully  and  adequately  secured  in  each  instance  by  in¬ 
dorsement,  guaranty,  pledge,  or  otherwise.” 

Such  advances  were  to  be  made  for  a  period  not  ex- 
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ceeding  one  year.  The  corporation,  however,  could 
extend  the  time  of  payment  through  renewals,  substi¬ 
tution  of  new  obligations,  or  otherwise;  but  the  time 
for  the  payment  of  any  such  advance  could  not  be  ex¬ 
tended  beyond  three  years  from  the  date  on  which  the 
loan  was  originally  made.  The  aggregate  of  loans  thus 
made  to  any  borrowing  institution  could  not  exceed  the 
amount  owing  to  it  for  the  agricultural  purposes  men¬ 
tioned  above. 

In  exceptional  cases  the  War  Finance  Corporation 
could  also  purchase  from  banks  and  other  money-lending 
companies  “notes,  drafts,  bills  of  exchange,  or  other 
instruments  of  indebtedness  secured  by  chattel  mort¬ 
gages,  warehouse  receipts,  bills  of  lading,  or  other  instru¬ 
ments  in  writing  conveying  or  securing  marketable  title 
to  staple  agricultural  products,  including  live  stock.” 
Renewals  of  these  kinds  of  loans  could  also  be  made  up 
to  a  maximum  period  of  three  years. 

The  corporation  could  also  purchase,  sell,  or  otherwise 
deal  in  adequately  secured  bankers’  acceptances  if  they 
had  been  made  in  financing  the  exportation  of  agricul¬ 
tural  products  and  had  a  maturity  at  the  time  of  purchase 
of  not  more  than  three  years. 

It  is  to  be  noted  that  the  loans  made  by  the  War 
Finance  Corporation  are  for  the  purpose  of  stimulating 
domestic  and  foreign  trade.  The  commodities  on  which 
loans  were  to  be  granted  are  staple  agricultural  products 
and  live  stock.  A  list  of  advances  made  by  the  corpora¬ 
tion  shows  that  they  have  been  granted  to  aid  in  the 
marketing  of  cotton,  grain,  tobacco,  live  stock,  meat 
products,  sugar-beets,  rice,  canned  and  dried  fruits,  pea- 
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nuts,  and  condensed  milk.  In  addition  loans  have  been 
advanced  under  the  classification  of  “general  agricultural 
purposes.”  Advances  are  made  on  all  these  products 
after  they  have  left  the  farms  and  are  in  possession 
of  exporters,  cooperative  associations,  and  money-lending 
institutions. 

The  funds  advanced  for  these  purposes  by  the  War 
Finance  Corporation  are  derived  from  the  balance  of 
government  credit  held  over  from  the  war-time  period, 
so  that  in  reality  the  government  of  the  United  States 
is  engaged  in  a  commercial  banking  business  by  dis¬ 
counting  agricultural  paper  for  those  associations,  ex¬ 
porters,  and  financing  institutions  dealing  in  different 
kinds  of  paper  which  represent  loans  to  farmers  or  on 
farm  products. 

The  following  table  gives  the  status  of  the  corpora¬ 
tion’s  activities  from  August  24,  1921,  to  the  close  of 
August,  1923,  a  period  of  practically  two  years: 


Table  XVIII. — Advances  for  agricultural  and  live-stock  purposes 
made  by  the  War  Finance  Corporation  to  August  31,  1923 


Institution 

Advanced 

Repaid 

Balance 

outstanding 

Banking  and  financing  institu- 

$170,341,202 

84,347,976 

35,972,024 

$116,970,154 

47,303,968 

31,369,392 

$53,371,048 

37,044,008 

4,602,632 

Cooperative  marketing  associa- 

$290,661,202 

$195,643,514 

$95,017,688 

The  above  advances  by  the  corporation  were  for  the 
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purpose  of  financing  money-lending  institutions  which 
make  loans  for  domestic  purposes  only.  The  data  on 
exported  agricultural  products  are  not  presented.  The 
corporation  agreed  to  make  advances  totaling  approxi¬ 
mately  $190,000,000  to  cooperative  marketing  associa¬ 
tions,  but  only  a  small  part  of  this  amount  was  called 
for  by  the  associations  as  is  indicated  by  the  above  table. 
Most  of  the  banks  to  which  loans  were  made  are  state 
institutions  which  are  not  members  of  the  federal  reserve 
system. 

It  is  evident,  then,  that  this  emergency  legislation 
practically  enlarges  the  scope  of  the  federal  reserve  sys¬ 
tem  by  authorizing  the  War  Finance  Corporation  to  make 
short-time  loans,  including  the  rediscount  privilege,  on 
the  security  of  agricultural  products,  warehouse  receipts, 
or  other  negotiable  agricultural  paper.  It  provides  no 
direct  credit  whatsoever  to  actual  farmers,  though  the 
funds  so  advanced  may  be  loaned  out  by  the  banks 
receiving  them  to  other  farmers  than  those  already  hav¬ 
ing  notes  with  the  banks.  In  this  way  country  banks, 
cooperative  associations,  and  other  financing  institutions 
are  afforded  temporary  relief  by  putting  off  the  evil 
day  of  debt  redemption  for  six  months,  a  year,  and  even 
for  three  years  longer.  Unless  more  extended  markets 
for  these  products  are  provided,  or  higher  prices  are 
received  for  them  when  marketed  than  have  prevailed 
during  the  past  few  years,  an  embarrassing  time  may 
be  anticipated  by  all  these  credit  institutions  in  making 
collections  of  their  advances.  As  to  the  War  Finance 
Corporation  itself,  on  August  31,  1923,  there  still  re- 
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mained  unpaid  the  sum  of  $95,017,688.  Whether  or  not 
it  will  all  be  collected  is  problematical.. 

The  government,  however,  is  about  to  retire  from  the 
commercial  banking  business.  By  an  amendment  em¬ 
bodied  in  the  Agricultural  Credits  Act  of  1923,  the  War 
Finance  Corporation  can  not  make  loans  or  purchase 
credit  instruments  of  any  kind  after  March  31,  1924, 
but  is  given  to  June  30,  1927,  to  liquidate  its  affairs 
completely. 

While  no  real  short-time  credit  problem  has  been 
solved  by  this  financial  emergency  legislation,  it  has  in 
reality  created  a  new  problem  for  the  future — namely, 
that  of  liquidating  past  indebtedness.  Much  will  de¬ 
pend  on  the  stabilization  and  improvement  in  both  agri¬ 
cultural  and  business  conditions  for  its  satisfactory 
solution.  However,  it  is  certain  that  no  legislation  can 
remove  the  danger  of  debt  by  extending  the  time  of 
redemption,  though  it  could  relieve  the  situation  by 
lowering  the  interest  rates  and  by  making  easier  the 
terms  and  conditions  of  repayment. 

INTERMEDIATE  CREDIT  INSTITUTIONS 

In  the  mad  rush  of  the  closing  days  of  the  67th  Con¬ 
gress  which  terminated  March  4,  1923,  the  Banking  and 
Currency  Committee  of  the  House  of  Representatives, 
without  rhyme  or  reason,  took  several  bills  which  directly 
or  indirectly  concerned  rural  credits,  put  them  all  to¬ 
gether,  and  named  the  resulting  legislative  offspring 
“The  Agricultural  Credits  Act  of  1923.” 

This  act  contains  five  titles  which  deal  respectively 
with:  (1)  Federal  intermediate  credit  banks;  (2)  na- 
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tional  agricultural  credit  corporations;  (3)  amendments 
to  the  Federal  Farm  Loan  Act;  (4)  amendments  to  the 
Federal  Reserve  Act;  and  (5)  miscellaneous  provisions. 
The  concern  here  is  only  with  the  first  two  titles  which 
authorize  the  establishment  of  independent  forms  of 
money-lending  institutions  to  serve  further  the  short- 
time  and  intermediate  credit  needs  of  the  agricultural 
industry. 

Federal  intermediate  credit  banks. 

Under  this  title  the  government  makes  another  venture 
into  the  banking  business.  Twelve  intermediate  credit 
banks  are  established  in  connection  with  the  federal  land 
banks  whose  officers  and  directors  are  to  manage  and 
operate  the  new  institutions.  The  latter  are  granted 
the  powers  usually  accorded  corporate  banks. 

The  Secretary  of  the  Treasury  is  directed  to  subscribe 
for  all  the  capital  stock  of  the  federal  intermediate  credit 
banks  amounting  to  $5,000,000  each,  or  a  total  of  $60,- 
000,000.  This  makes  them  a  government  institution  for 
doing  a  banking  business,  in  which  the  government  stands 
to  accept  a  loss  or  to  make  profits  according  to  the  out¬ 
come  of  the  venture.  As  to  the  prospective  profits,  the 
law  provides  that,  of  the  net  earnings  of  the  intermediate 
credit  banks,  one-half  shall  be  paid  to  the  United  States 
and  one-half  into  a  surplus  fund  until  such  fund  equals 
100  per  cent  of  the  subscribed  capital  stock,  after  which 
time  10  per  cent  of  the  net  earnings  are  to  be  added  to 
the  surplus  and  the  remaining  earnings  are  to  be  paid 
into  the  United  States  Treasury  as  a  franchise  tax. 
Moreover,  in  case  of  the  liquidation  of  an  intermediate 
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credit  bank,  if  there  are  any  net  assets  remaining,  they 
are  to  become  the  property  of  the  government. 

The  primary  functions  of  these  intermediate  credit 
banks  are  to  discount  for  or  purchase  from  banks,  cattle- 
loan  companies,  agricultural  credit  corporations,  and 
various  kinds  of  farmers’  cooperative  associations  notes 
of  farmers,  and  other  evidences  of  indebtedness  as  repre¬ 
sented  by  agricultural  and  live-stock  paper.  They  may 
also  make  loans  direct  to  cooperative  associations  when 
the  loans  are  secured  by  warehouse  receipts  or  by  chattel 
mortgages  on  live  stock.  The  loans,  advances,  and  dis¬ 
counts  of  the  intermediate  credit  banks  must  have  a 
maturity  of  not  less  than  six  months  nor  more  than  three 
years.  In  fact,  the  functions  of  these  banks  follow 
almost  precisely  those  of  the  War  Finance  Corporation 
and  need  not  be  repeated  in  more  detail  here,  and  it  is 
very  likely  that  Congress  intended  that  the  intermediate 
credit  banks  should  continue  the  kind  of  credit  facilities 
furnished  by  the  War  Finance  Corporation. 

In  order  to  provide  additional  funds  should  the  gov¬ 
ernment  credit  of  $60,000,000  be  entirely  loaned  out,  the 
federal  intermediate  credit  banks  may  issue  and  sell 
collateral  trust  tax-exempt  debentures  with  a  maturity 
not  to  exceed  five  years.  These  debentures  are  to  be 
secured  by  agricultural  and  live-stock  paper  under  rules 
and  regulations  prescribed  by  the  Federal  Farm  Loan 
Board,  but  the  debentures  outstanding  must  at  no  time 
exceed  ten  times  the  capital  and  surplus  of  each  bank. 
The  interest  rate  on  debentures  can  not  exceed  6  per 
cent  a  year.  While  the  United  States  government  is  the 
only  stockholder  in  the  intermediate  credit  banks,  it 
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assumes  no  liability  on  the  debentures  which,  neverthe¬ 
less,  are  held  and  deemed  to  be  instrumentalities  of  the 
government.  Moreover,  the  privilege  of  tax  exemption 
is  granted  to  these  banks  as  to  their  capital,  reserves, 
surplus,  and  income  therefrom. 

The  prospective  advantage  to  farmers  and  other  agri¬ 
cultural  interests  lies  in  the  discount  rates  which  may 
be  established  by  each  intermediate  credit  bank  subject 
to  approval  by  the  Federal  Farm  Loan  Board.  After 
debentures  have  been  issued  and  sold,  the  rates  of  dis¬ 
count  may  not  exceed  by  more  than  1  per  cent  the  rate 
paid  on  the  preceding  debentures  issued.  It  is  further 
provided  that  agricultural  paper  discounted  by  the  inter¬ 
mediate  credit  banks  must  not  involve  a  rate  to  a  bor¬ 
rower  of  more  than  iy2  per  cent  above  the  discount  rate. 

While  the  federal  intermediate  credit  banks  have  only 


Table  XIX. — Statement  of  direct  loans  and  rediscounts  by  the  Federal 
_ Intermediate  Credit  Banks  to  December  8,  1923 


Bank  at 

Direct  loans 

Rediscounts 

Total 

Springfield,  Mass . 

$500,000.00 

5,000.000.00 

3,731,300.00 

2,000,000.00 

6,174,450.31 

545,800.00 

713,056.52 

None 

4,542,500.00 

2,043,902.40 

6,036,629.09 

605,557.66 

$627,250.00 

5,005,000.00 

3,922,625.00 

2,010,406.17 

6,174,450.31 

932,543.00 

2,078,733.71 

2,042,941.63 

5,352,163.20 

4,379,151.73 

6,052,184.09 

1,537,600.59 

Baltimore,  Md . 

5,000.00 

191,325.00 

10,406.17 

Columbia,  S.  C . 

Louisville,  Ky . 

New  Orleans,  La . 

St.  Louis,  Mo . 

386,743.00 

1,365,677.19 

St.  Paul,  Minn . 

Omaha,  Nebr . 

Wichita,  Kans .... 

Houston,  Tex . 

Berkeley,  Calif . 

A  ,  Out)  ,  Zto  ,  OO 

15,555.00 

932,042.93 

Spokane,  Wash  .... 

Total . 

$39,615,048.43 
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been  established  a  few  months,  they  have  already  done 
a  considerable  business  in  making  loans  and  discount¬ 
ing  agricultural  paper.  Table  XIX  on  page  352  gives 
the  amounts  of  the  different  kinds  of  credit  advances 
made  by  these  banks  to  December  8,  1923. 

The  relative  importance  of  direct  loans  based  on  staple 
agricultural  products  is  shown  by  the  fact  that  the 
advances  on  cotton  totaled  $15,462,506  as  compared  with 
tobacco  $7,516,444,  raisins  $4,550,000,  wheat  $2,601,614, 
canned  fruit  $1,143,689,  rice  $342,940,  wool  $193,902, 
peanuts  $56,300,  and  red-top  seed  $25,800. 

National  agricultural  credit  corporations. 

In  this  type  of  credit  institution  the  government  has 
no  financial  interest.  These  corporations  may  be  organ¬ 
ized  with  a  capital  of  not  less  than  $250,000  by  five  or 
more  persons  who  must  file  articles  of  incorporation 
with  the  Comptroller  of  the  Currency.  The  term  of 
incorporation  is  limited  to  fifty  years  unless  sooner  dis¬ 
solved  by  the  act  of  its  shareholders  owning  two-thirds 
of  its  stock,  by  act  of  Congress,  or  by  forfeiture  of  its 
charter  for  violation  of  law. 

The  functions  of  national  agricultural  credit  corpora¬ 
tions  follow  almost  identically  those  of  the  intermediate 
credit  banks  as  regards  the  discounting,  rediscounting, 
and  purchasing  of  paper  drawn  for  various  kinds  of 
agricultural  purposes  and  with  the  same  kinds  of  banking 
institutions  and  cooperative  associations.  The  term  of 
discount  must  not  exceed  nine  months  except  when  the 
security  is  represented  by  maturing  or  breeding  live  stock 
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or  dairy  herds,  in  which  case  the  discount  period  may 
be  as  long  as  three  years. 

The  corporations  may  issue  debentures  under  the 
supervision  of  the  Comptroller  of  the  Currency.  The 
government  assumes  no  liability  on  these  debentures 
also,  and  they  differ  from  those  issued  by  the  inter¬ 
mediate  credit  banks  only  in  that  they  are  not  tax- 
exempt.  The  amount  of  such  debentures  issued  by  any 
national  agricultural  credit  corporation  may  not  exceed 
ten  times  its  paid-up  capital  and  surplus,  and  the  term 
for  which  they  may  be  issued  can  not  exceed  three  years. 

No  limitation  is  placed  on  interest  rates  charged  by 
these  corporations  aside  from  those  already  existing 
under  the  laws  of  the  state  in  which  they  operate.  Wilful 
violation  of  a  state  law  on  the  matter  of  interest  forfeits 
the  full  amount  due  on  a  note  or  bill  involved ;  and  when 
such  usurious  interest  has  already  been  paid,  twice  the 
amount  may  be  collected  if  an  action  to  recover  is 
brought  within  two  years. 

Under  this  part  of  the  law  the  organization  of  special 
rediscount  corporations  is  authorized  which  must  have 
a  capital  of  not  less  than  $1,000,000.  Such  corporations 
may  rediscount  agricultural  paper  for  the  smaller  na¬ 
tional  agricultural  credit  corporations  as  well  as  for 
banks  and  trust  companies  which  are  members  of  the 
federal  reserve  system.  They  may  also  discount  paper 
for  cooperative  associations  of  farmers  when  such  paper 
is  secured  by  non-perishable  and  readily  marketable 
farm  products  and  when  it  has  a  maturity  of  not  more 
than  nine  months. 

The  smaller  capitalized  national  agricultural  credit 
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corporation  is  required  to  deposit  with  the  federal  reserve 
bank  of  its  district  bonds  or  other  obligations  of  the 
United  States  in  an  amount  not  less  than  25  per  cent  of 
its  paid-in  capital  stock,  and  must  keep  on  deposit  with 
such  bank  at  all  times  a  sum  not  less  than  7^  per  cent 
of  its  aggregate  indebtedness.  Both  kinds  of  national 
agricultural  credit  corporations  are  to  operate  under  the 
supervision  of  the  Comptroller  of  the  Currency  and  the 
cost  of  such  supervision  is  to  be  assessed  against  the 
corporations  so  supervised.  It  is  also  provided  that 
existing  live-stock  loan  companies  organized  under  state 
laws  may  reorganize  and  be  chartered  under  the  provi¬ 
sions  of  this  act. 

On  October  8,  1923,  the  deputy  comptroller  having 
charge  of  the  national  agricultural  credit  corporations 
reported  that  there  were  “quite  a  number  of  applications 
for  charters  on  file,  but  as  yet  none  of  them  has  com¬ 
pleted  their  organization.” 

Possibly  the  explanation  of  this  manifest  indifference 
is  not  far  to  seek.  Such  a  corporation  organized  with 
private  capital  has  little  or  nothing  to  gain  by  submitting 
itself  to  government  supervision,  yet  having  to  pay  for 
federal  examination  out  of  its  own  gross  income.  More¬ 
over,  this  field  of  credit  is  already  well  occupied  with 
various  loaning  agencies  and  the  federal  reserve  system 
has  been  so  extended  by  amendment  to  the  act  as  to 
provide  precisely  the  same  intermediate  credit  facilities 
that  are  afforded  by  the  new  institutions.  Therefore,  it 
is  more  than  likely  that  private  capital  hesitates  to  enter 
a  field  now  well  occupied,  and  is  willing  to  leave  the 
field  open  to  the  federal  intermediate  credit  banks  which 
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operate  entirely  with  public  capital.  In  other  words, 
private  capital  sees  considerable  risk  and  little  prospect 
of  profit  in  such  a  venture. 

Looked  at  from  the  standpoint  of  the  farmer  as  a 
debtor,  there  is  little  or  nothing  to  be  expected  from 
these  new  types  of  intermediate  credit  institutions  except 
the  extension  of  the  time  limit  on  loans.  If  country 
banks  are  induced  by  this  new  legislation  to  make  loans 
to  farmers  ranging  from  nine  months  to  three  years,— 
which  is  necessary  by  the  particular  line  of  agricultural 
production  in  which  they  are  engaged, — because  the 
banks  can  get  their  evidences  of  indebtedness  discounted 
at  one  of  these  intermediate  credit  institutions,  this  legis¬ 
lation  will  have  met  a  long-felt  credit  need.  The  two 
points  gained  will  be  a  saving  in  renewal  charges  and 
an  extension  of  the  time  limit  on  loans. 

As  to  the  rate  of  interest  and  repayment  of  the  debt 
itself,  which  are  the  vital  points  of  credit  to  a  farmer 
borrowing  for  current  needs,  there  is  likely  to  be  little 
or  no  advantage  unless  debentures  bearing  a  moderate 
or  low  rate  of  interest  can  be  sold  by  the  intermediate 
credit  banks,  in  which  case  farmers  would  reap  a  finan¬ 
cial  benefit  in  a  slightly  lower  interest  rate  on  their  loans. 
However,  the  organization  of  these  institutions  for  mak¬ 
ing  intermediate  credit  loans  is  of  too  recent  a  date  to 
enable  anyone  to  forecast  with  much  confidence  what 
advantages,  if  any,  will  accrue  to  farmers  from  their 
operation. 


CHAPTER  XIX 


SHORT-TIME  CREDIT  FOR  FARMERS  IN 

CANADA 

Agriculture  is  the  greatest  industry  in  Canada.  The 
ability  of  farmers  to  secure  credit  there  on  reasonable 
terms  and  conditions  is  as  essential  as  in  any  other 
country,  for  a  farmer  to  be  successful  must  become  more 
and  more  a  business  man  every  year.  He  will  need 
more  fertilizers,  should  sow  the  best  seed,  purchase  more 
machinery,  keep  high-grade  live  stock,  and  erect  im¬ 
proved  buildings  in  order  to  place  his  business  on  a  firm 
basis.  If  he  does  not  have  cash  with  which  to  pay  for 
the  means  of  conducting  his  business  efficiently  and 
profitably,  he  must  operate  to  some  extent  on  credit. 

The  cost  of  credit  is  a  vital  factor  in  limiting  a  farm¬ 
er’s  income.  Therefore,  the  foregoing  aspects  of  what 
constitute  the  foundations  of  a  prosperous  agriculture 
show  the  necessity  of  a  short-time  credit  system  which 
will  enable  a  farmer  to  get  the  largest  returns  possible 
from  the  use  of  his  land,  labor,  and  working  capital. 
The  granting  of  personal  credit,  secured  or  unsecured, 
to  a  farmer  will  do  more  harm  than  good  unless  it  enables 
him  to  improve  the  quality  of  his  farming,  to  increase 
the  quality  and  quantity  of  his  output,  and  to  enlarge 
the  returns  from  his  investment.  If  improved  credit 
facilities  enable  a  borrower  to  increase  the  yield  from 
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the  land  and  to  cheapen  the  cost  of  producing  and  mar¬ 
keting  crops  and  live  stock,  he  thereby  not  only  provides 
a  larger  income  for  himself  and  his  family,  but  he  be¬ 
comes  a  more  useful  member  of  society  by  increasing 
the  national  wealth. 

In  the  development  of  agriculture  in  Canada  efforts 
have  been  directed  more  particularly  toward  the  produc¬ 
tion  of  a  few  staple  crops  and  live  stock.  Climatic  con¬ 
ditions,  a  wide  range  of  territory,  and  marketing  possi¬ 
bilities  at  home  and  abroad  have  entered  into  the  legisla¬ 
tive  efforts.  In  the  past  ten  years  progress  has  been 
made  in  providing  farmers  with  added  facilities  for 
borrowing  in  expectation  that  they  would  improve  their 
incomes,  be  best  adapted  to  their  needs,  and  advance 
the  general  welfare  of  the  country.  It  had  long  been 
recognized  in  the  Dominion  of  Canada  as  in  the  United 
States  that  commercial  banking  principles  were  not 
adapted  to  the  special  conditions  of  agriculture,  espe¬ 
cially  since  crop  production  was  limited  because  of 
climatic  conditions.  Consequently,  there  have  been 
established  various  institutions  for  supplying  the  short- 
time  credit  requirements  of  farmers.  The  following 
pages  aim  to  set  forth  briefly  the  results  of  legislation 
by  the  Dominion  government  and  by  the  respective 
provinces  for  this  purpose. 

THE  DOMINION  GOVERNMENT 

Beginning  as  far  back  as  1907,  bills  have  been  intro¬ 
duced  in  the  Dominion  Parliament  from  time  to  time 
relating  to  cooperative  credit  societies.  Two  of  these 
deserve  brief  mention. 
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Early  cooperative  credit  bills. 

In  November,  1909,  a  bill  was  introduced  which  had 
for  its  object  to  enable  loan  and  savings  banks,  such  as 
are  termed  “people’s  banks,”  which  operate  on  coopera¬ 
tive  principles  to  obtain  incorporation  under  Dominion 
legislation. 

In  May,  1914,  a  bill  was  introduced  entitled  “The 
Cooperative  Credit  Societies  Act.”  The  object  of  that 
bill  also  was  to  have  cooperative  societies  incorporated 
under  Dominion  legislation  for  the  purpose  of  receiving 
money  on  deposit  and  for  the  making  of  loans  to  mem¬ 
bers  with  or  without  security. 

Both  of  these  bills  failed  of  passage.  Broadly  speak¬ 
ing,  they  followed  closely  the  general  principles  under¬ 
lying  the  “caisses  populaires,”  or  people’s  banks,  which 
had  been  established  with  so  much  success  in  Quebec  by 
Alphonse  Desjardins,  a  brief  account  of  which  will  be 
given  later.  Except  for  the  plan  described  below,  which 
was  limited  to  ex-service  men,  the  Dominion  government 
has  established  no  system  of  short-time  loans  for  farmers. 

It  must  not  be  assumed,  however,  that  these  efforts  to 
provide  a  general  system  of  short-time  rural  credit  bore 
no  fruit.  As  a  matter  of  fact,  the  representatives  in 
parliament  assembled  realized  that  their  respective  prov¬ 
inces  would  have  to  pass  such  legislation  for  their  own 
farmers  if  they  ever  secured  improved  credit  terms  and 
conditions.  In  every  effort  to  pass  Dominion  rural  credit 
legislation,  it  was  maintained  that  the  provinces  had 
sufficient  jurisdiction  to  legislate  on  the  subject  of  coop¬ 
erative  credit  societies,  and  this  contention  was  always 
powerful  enough  to  prevent  the  friends  of  the  movement 
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from  mustering  sufficient  strength  to  pass  any  bill  intro¬ 
duced  in  the  Dominion  parliament  with  that  object  in 
view.  It  was  when  the  Dominion  government  failed 
them  that  several  provinces  undertook  to  establish  short- 
time  rural  credit  systems  for  their  own  farmers.  The 
outlines  of  these  systems  will  be  presented  in  succeeding 
sections. 

Chattel  loans  to  ex-service  men. 

The  Soldier  Settlement  Act  of  1919,  which  repealed  a 
similar  act  passed  in  1917,  provided  for  government 
loans  to  ex-service  men  on  both  land  and  chattels.  The 
terms  and  conditions  of  land  mortgage  loans  have  been 
discussed  in  Part  I.  Here  the  concern  is  only  with  the 
terms,  conditions,  and  results  of  chattel  mortgage  loans 
on  live  stock  and  equipment. 

Under  the  provision  of  section  18  of  the  act  approved 
July  7,  1919,  the  Soldier  Settlement  Board  is  given  au¬ 
thority  to  sell  to  settlers  live  stock  and  equipment  at 
the  same  prices  they  cost  the  board  and  on  conditions 
to  meet  the  working  capital  needs  of  the  purchasers.  If 
a  settler  was  unable  to  pay  all  cash  for  live  stock  and 
equipment,  he  was  given  the  privilege  of  carrying  an 
indebtedness  with  the  board  up  to  $2,000.  Commencing 
not  later  than  three  years  from  the  date  of  sale,  a  settler 
could  repay  his  debt  in  four  annual  installments,  with 
interest  at  5  per  cent  a  year.  For  the  first  two  years  no 
interest  was  required,  and  a  debtor  was  given  the  privi¬ 
lege  of  prepayment  on  his  loan  at  any  time  to  save 
paying  interest  after  the  second  year. 

As  security  for  his  debt,  each  farmer  gave  a  first  mort- 
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gage  on  any  land  purchased  from  the  board  as  well  as 
on  any  other  land  he  might  own;  and,  in  addition,  he 
gave  a  chattel  mortgage  guaranteeing  to  the  board  title, 
ownership,  and  right  of  possession  to  the  live  stock,  any 
increase  thereof,  and  to  the  equipment.  In  other  words, 
until  a  debt  is  paid,  practically  all  property  in  the  name 
of  a  farmer  settler  is  mortgaged  to  the  board. 

Where  a  soldier  settler  had  received  assistance  under 
the  act  of  1917,  the  board  could  sell  him  additional  live 
stock  and  equipment  also  on  the  same  terms  and  condi¬ 
tions  set  out  above,  except  that  the  balance  of  the  sale 
price  could  not  in  this  case  exceed  $1,000.  That  is  to 
say,  a  debtor  under  both  laws  of  1917  and  1919  could 
be  granted  a  credit  on  live  stock  and  equipment,  exclu¬ 
sive  of  interest,  up  to  $3,000. 

The  greatest  amounts  of  credit  advances  by  the  board 
for  these  purposes  were  in  1919  and  1920,  the  two  years 
when  prices  of  farm  supplies  were  abnormally  high.  In 
the  fall  of  1920  came  the  collapse  of  market  prices  for 
farm  products  which  necessarily  had  an  adverse  effect 
on  agriculture.  The  prices  of  live  stock  in  particular 
declined  greatly,  there  being  a  shrinkage  in  the  prices 
for  horses  and  cattle  of  more  than  50  per  cent.  Thou¬ 
sands  of  farmers  in  Canada  became  financially  embar¬ 
rassed  and  this  was  especially  true  of  the  soldier  settlers 
indebted  to  the  government.  Consequently,  these  con¬ 
ditions  were  strongly  urged  as  reasons  for  revaluing  both 
land  and  chattels  mortgaged  to  the  board. 

The  Dominion  government,  however,  did  not  favor 
any  plan  of  revaluation,  so  that  the  short-time  debts  of 
the  soldier  settlers  remained  as  they  were.  At  the  same 
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time,  the  demand  for  relief  was  so  urgent  that  amend¬ 
ments  to  the  act  were  passed  in  June,  1922,  which  changed 
the  short-time  loan  situation  entirely.  Instead  of  having 
the  loans  run  only  four  years,  the  time  was  extended  to 
twenty-five  years  by  consolidation  of  the  chattel  mort¬ 
gage  debts  with  the  land  mortgage  debts  if  settlers  were 
obligated  to  the  board  on  their  land.  Moreover,  the 
interest  on  either  a  chattel  mortgage  or  a  consolidated 
loan  was  made  payable  from  October  1,  1922,  so  that 
a  farmer  was  granted  an  interest  exemption  for  four, 
three,  or  two  years  according  as  he  was  established  on 
the  land  prior  to  October,  1919,  1920,  or  1921,  respec¬ 
tively.  Since  most  of  the  men  took  up  farming  in  1919, 
this  change  meant  a  reduction  in  interest  of  about  1  per 
cent  a  year. 

The  effect  of  this  time  extension  has  been  very  bene¬ 
ficial.  Everywhere  over  the  country  the  farmers  feel 
that  their  payments  are  such  that  they  can  readily  meet 
them  when  they  become  due.  Moreover,  the  abandon¬ 
ment  of  farms  which  had  been  going  on  under  the  harsher 
loan  conditions  practically  ceased  after  the  amendments 
to  the  act  were  passed  in  June,  1922.  On  January  1, 
1923,  no  less  than  86.4  per  cent  of  the  men  were  still 
on  their  farms,  and  of  the  13.6  per  cent  who  had  aban¬ 
doned  their  holdings,  a  considerable  number  was  due 
to  death,  the  recurrence  of  war  disability,  or  the  sale  of 
farms  at  a  profit. 

Under  the  adverse  conditions  which  have  affected  the 
agricultural  industry  in  Canada  since  1917,  it  is  not  sur¬ 
prising  to  find  that  the  venture  of  the  Dominion  govern¬ 
ment  into  the  fields  of  land  settlement  and  short-time 
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credit  resulted  in  a  financial  loss.  According  to  a  report 
as  of  August  31,  1922,  the  loss  which  occurred  from  the 
foreclosure  and  resale  of  chattels  mortgaged  to  the  board 
aggregated  $1,361,727.  This  loss  is  attributed  to  the 
following  factors:  (1)  Large  advances  for  seed,  feed, 
and  family  subsistence  no  part  of  which  was  recoverable ; 
(2)  depreciation  and  wastage  due  to  neglect  or  the  wilful 
acts  of  defaulting  settlers;  and  (3)  a  general  drop  of 
approximately  50  per  cent  in  the  price  of  live  stock. 

As  a  partial  offset,  however,  to  the  above  loss  on  live¬ 
stock  and  equipment  loans,  a  fund  of  $934,817  had  been 
accumulated  by  the  sale  of  public  lands.  This  gives  a 
net  loss  to  the  Dominion  government  of  $426,910  to 
August  31,  1922. 

THE  WESTERN  PROVINCES 

The  foregoing  statement  as  to  the  outcome  of  short- 
time  loans  to  farmers  by  the  Dominion  of  Canada  shows 
clearly  that  there  is  danger  of  incurring  a  financial  loss 
no  matter  what  precautions  are  taken  to  protect  a  cred¬ 
itor  by  means  of  chattel  mortgages  and  other  security. 
This  is  due  in  large  part  to  the  risk  attached  to  crop  and 
live-stock  production  as  well  as  to  the  more  rapid  dete¬ 
rioration  of  capital  equipment  than  occurs  in  the  case 
of  land.  This  also  affords  a  plausible  explanation  for 
the  hesitation  so  long  manifested  by  the  state,  provincial, 
and  federal  governments  of  Canada  and  the  United 
States  in  entering  this  field  of  rural  credits. 

The  various  provinces  of  Canada  have  apparently 
reluctantly  entered  the  short-time  credit  field.  Some  of 
them  have  engaged  in  the  business  of  making  short-time 
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loans  to  their  farmers  under  adequate  protection  as  to 
security,  others  are  just  entering  this  credit  field,  while 
still  others  have  avoided  this  form  of  credit  entirely. 
Thus,  of  the  western  provinces,  British  Columbia  and 
Saskatchewan  have  established  no  systems  of  short-time 
loans  for  their  farmers  in  the  strict  sense  of  the  term. 
At  the  same  time  efforts  have  been  made  to  encourage 
live-stock  production,  special  legislation  having  been 
enacted  on  the  subject.  In  fact,  the  chief  lines  of  devel¬ 
opment  in  the  western  provinces  have  been  to  encourage 
the  raising  of  better  live  stock  and  to  promote  the  organ¬ 
ization  of  cooperative  credit  societies.  We  shall  consider 
these  two  aspects  of  short-time  loans  by  provinces  under 
their  respective  titles. 

Cattle  loans. 

By  the  provisions  of  “The  Live  Stock  Encouragement 
Act,”  approved  April  5,  1917,  any  five  or  more  persons 
engaged  in  practical  farming  in  Alberta  may  form  an 
association  and  jointly  apply  to  the  live-stock  commis¬ 
sioner  for  a  loan,  the  proceeds  of  which  may  be  used  in 
purchasing  cows  and  heifers,  except  that  not  exceeding 
10  per  cent  of  any  loans  may  be  used  for  the  individual 
or  joint  purchase  of  a  pure-bred  bull. 

Each  member  of  an  association  may  borrow  up  to 
$500  for  the  purchase  of  live  stock.  An  application  for 
a  loan  is  made  in  writing  to  the  provincial  live-stock 
commissioner,  which  must  state  the  amount  of  money 
the  association  desires  and  the  kind  of  live  stock  each 
member  intends  to  purchase.  The  commissioner  then 
makes  inquiry  as  to  the  probability  of  the  prospective 
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borrowers  being  able  to  care  for  live  stock  and  to  make 
prompt  payment  of  their  loans.  If  the  commissioner 
is  satisfied  that  the  association  is  one  that  should  receive 
financial  assistance,  he  decides  the  amount  of  the  loan 
and  the  proportion  of  it  each  member  is  to  receive.  He 
then  obtains  the  joint  and  several  promissory  note  of 
the  members  of  the  association  for  the  amount  of  money 
to  be  advanced,  such  note  being  for  a  period  not  exceed¬ 
ing  five  years  and  bearing  interest  at  6  per  cent  a  year. 
The  commissioner  also  collects  from  each  purchaser  a 
fee  of  $1  for  each  $100  of  loan  to  be  granted  to  cover 
the  necessary  expense  of  making  a  loan,  and  he  transmits 
the  fees  and  promissory  note  to  the  provincial  treasurer 
with  his  recommendation  as  to  the  proportion  of  the 
loan  each  member  is  to  receive.  This  note  is  indorsed 
by  the  provincial  treasurer  as  a  guaranty  of  the  payment 
of  both  interest  and  principal  by  the  province,  and  it  is 
then  transmitted  to  a  bank  or  other  money-lending 
institution  which  advances  the  money.  To  protect  the 
province  against  the  liability  incurred  by  its  indorse¬ 
ment,  no  live  stock  purchased  with  the  proceeds  of  the 
loan  nor  any  of  their  offspring  can  be  sold  without  the 
approval  of  the  live-stock  commissioner. 

Under  the  provisions  of  this  act  up  to  March  15,  1922, 
there  had  been  made  27,811  loans  to  803  associations  for 
a  total  of  $1,799,322.  At  that  time  it  was  reported  that 
no  more  loans  were  being  made  because  the  money  pro¬ 
vided  by  the  province  for  carrying  on  the  work  had  been 

exhausted. 

No  information  was  given  as  to  the  amount  of  prin¬ 
cipal  and  interest  in  arrears  by  borrowers.  On  January 
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1,  1920,  the  interest  alone  in  default  totaled  $18,162, 
and  since  that  time  the  province  has  passed  through  a 
period  of  great  drought  and  the  agricultural  industry 
throughout  the  Dominion  has  been  adversely  affected 
by  the  collapse  in  prices  of  farm  products.  It  is  highly 
probable,  therefore,  that  Alberta  has  met  with  consider¬ 
able  financial  loss  as  a  result  of  its  indorsement  of 
farmers’  notes  for  the  encouragement  of  live-stock 
production. 

Saskatchewan  passed  an  act,  approved  December  19, 
1913,  entitled  “The  Live  Stock  Purchase  and  Sale  Act,” 
the  same  being  chapter  56  of  the  statutes  of  1913.  The 
object  of  this  law  was  to  assist  breeders  of  beef,  dual- 
purpose,  and  dairy  cattle  to  improve  their  herds  and  also 
to  encourage  the  production  of  better  grades  of  horses, 
sheep,  and  swine.  To  carry  out  these  purposes,  the 
province  provided  a  fund  of  $500,000  to  be  expended 
for  the  purchase  of  live  stock  and  their  sale  to  actual 
farmers  within  the  province  either  at  cost  price  for  cash 
or  partly  on  credit. 

Under  the  provisions  of  the  law  and  the  regulations  of 
the  lieutenant-governor  in  council,  credit  may  be  granted 
for  periods  not  exceeding  three  years  and  to  a  maximum 
of  75  per  cent  of  the  value  of  any  animal,  except  in  the 
case  of  returned  soldiers  who  may  receive  a  credit  as 
high  as  90  per  cent.  Expressed  in  terms  of  money,  the 
credit  may  range  from  $300  to  $1,000  to  an  individual 
or  association.  Credit  may  not  be  granted  in  any  case 
except  to  farmers  who  are  patrons,  or  who  agree  in  writ¬ 
ing  to  become  patrons,  of  a  cooperative  or  other  creamery 
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operated  by  the  Saskatchewan  Department  of  Agricul¬ 
ture,  or  who  are  members  of  an  association  organized 
for  the  purpose  of  live-stock  improvement  and  of  foster¬ 
ing  the  live-stock  industry. 

As  security  in  connection  with  every  credit  transaction, 
each  debtor  has  to  give  a  lien  on  the  live  stock  purchased 
and  on  their  offspring  until  the  debt  is  fully  paid  with 
interest  at  6  per  cent  a  year.  If  loans  are  not  paid  at 
maturity,  an  interest  rate  of  8  per  cent  a  year  is  charged 
until  paid.  Notes  are  made  payable  one-half  at  the  end 
of  the  year  in  which  the  debt  is  contracted  and  the 
balance  at  the  end  of  the  following  year.  Notes,  how¬ 
ever,  may  be  prepaid  at  any  time  with  accrued  interest 
only  to  date  of  payment.  When  yearling  or  two-year-old 
heifers  are  supplied  to  farmers,  the  time  of  payment  is 
extended  one  year,  no  payment  being  required  at  the  end 
of  the  calendar  year  in  which  the  stock  is  purchased. 
When  sheep  are  supplied,  notes  are  made  payable  July 
1st  and  December  1st  of  the  year  following  purchase, 
and  the  proceeds  from  the  sale  of  the  wool  are  to  be 
used  to  pay  off  the  first  note  with  interest. 

Besides  the  notes  given  as  security  for  the  animals 
supplied  partly  on  credit,  the  department  of  agriculture 
is  authorized,  as  a  further  protection  of  the  province, 
to  satisfy  itself  that  an  applicant  is  in  a  position  ade¬ 
quately  to  care  for  the  animals  purchased  both  as  regards 
accommodations  and  feed;  it  may  also  at  any  time 
inspect  all  animals,  their  stabling,  and  their  feed;  and 
no  animal  can  be  resold  or  transferred  without  the  writ¬ 
ten  consent  of  the  live-stock  commissioner  until  the  debt 
thereon  is  fully  paid. 
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The  result  of  this  cattle-loan  legislation  has  been 
beneficial  in  that  it  has  increased  the  amount  of  high- 
grade  live  stock  raised  in  Saskatchewan.  The  sessional 
papers  of  the  legislative  assembly  for  1923  show  that 
there  has  been  a  steady  increase  in  the  different  kinds 
of  farm  animals  on  which  loans  have  been  made.  In 
1922  cattle  increased  to  the  number  of  40,000,  sheep 
3,916,  and  pigs  130,000.  No  report  is  given  as  to  the 
financial  status  of  this  form  of  cooperative  short-time 
credit. 

Under  date  of  October  5,  1923,  the  live-stock  commis¬ 
sioner  reported  that  this  kind  of  short-time  loans  had 
been  of  great  value  in  assisting  farmers  in  getting  started 
in  mixed  farming  and  in  the  purchase  of  pure-bred  sires. 
Since  the  work  was  inaugurated  approximately  3,500 
farmers  had  taken  advantage  of  this  system  of  purchas¬ 
ing  stock,  the  records  of  which  to  the  close  of  1922  were 
as  follows: 


Cattle  Sheep  Swine 

Pure-bred  bulls .  1,360  Grade  ewes ... .  16,080  Pure-bred  boars  66 

Grade  cows  and  heifers  8,594  Pure-bred  rams  409  Pure-bred  sows.  50 

Pure-bred  cows .  80  Grade  sows ....  587 


Cooperative  credit  societies. 

Two  of  the  western  provinces,  Alberta  and  Manitoba, 
have  enacted  laws  for  the  purpose  of  assisting  in  the 
organization  of  cooperative  credit  societies  for  making 
short-time  loans  to  farmers.  As  a  matter  of  fact,  how¬ 
ever,  the  cooperative  credit  acts  of  these  two  provinces 
are  the  same,  since  Alberta  adopted  the  law  of  Manitoba 
with  very  slight  changes  in  a  few  particulars.  There¬ 
fore,  the  main  features  of  the  Manitoba  law  will  be 
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presented  and  only  the  modifications  thereof  that  were 
enacted  by  the  Alberta  legislature  noted. 

Manitoba  was  the  first  of  the  western  provinces  to 
establish  a  cooperative  short-time  rural  credit  system 
when  it  enacted  “The  Rural  Credits  Act,”  approved 
March  9,  1917,  and  amended  it  from  time  to  time  to  con¬ 
form  with  changing  conditions.  The  chief  provisions  of 
this  act  are  as  follows: 

The  organization  of  a  cooperative  credit  society  may 
be  initiated  by  not  less  than  fifteen  farmers  drawing  up 
a  petition  and  forwarding  it  to  the  provincial  secretary, 
but  no  society  can  commence  business  until  it  has  re¬ 
ceived  at  least  10  per  cent  of  the  subscriptions  to  its 
capital  stock  to  the  amount  of  not  less  than  $3,500  from 
thirty-five  or  more  actual  farmers.  Cooperation  with 
these  farmers  is  provided  by  authorizing  the  provincial 
government,  or  any  municipality  within  which  a  society 
is  to  carry  on  operations,  to  subscribe  for  one-half  as 
much  stock  as  the  aggregate  of  the  individual  sub¬ 
scribers,  such  capital  stock  to  be  paid  for  in  the  same 
proportions  and  at  the  same  times  as  the  stock  sub¬ 
scribed  for  by  individual  members. 

The  board  of  directors  of  a  society  is  composed  of 
nine  members,  three  elected  by  the  individual  subscribers, 
three  by  the  municipal  council,  and  three  by  the  provin¬ 
cial  government.  One  of  those  appointed  by  the  govern¬ 
ment  must  be  a  provincial  officer  who  is  devoting  his 
time  to  agricultural  work  or  instruction.  To  insure  uni¬ 
formity  and  thoroughness  in  the  management  of  societies, 
the  provincial  officer  is  usually  appointed  to  serve  on 
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ten  or  more  boards.  The  secretary-treasurer  of  a  society 
is  the  only  paid  officer  of  a  board  of  directors,  the  others 
receiving  only  their  expenses  when  attending  meetings. 

Any  member  who  desires  a  loan  makes  application  of 
the  secretary,  stating  the  purposes  of  the  loan  and  sub¬ 
mitting  a  statement  of  his  assets  and  liabilities.  If  the 
application  is  approved,  he  is  granted  a  line  of  credit 
for  a  year  by  such  bank,  lending  company,  or  person  as 
the  directors  of  the  society  may  select. 

As  security  for  a  loan,  a  borrower’s  entire  personal 
property  and  all  the  returns  from  the  investment  of  his 
loan  are  subject  to  a  lien  in  favor  of  the  society.  No 
part  of  this  property  can  be  removed  from  the  borrower’s 
premises  or  sold  during  the  life  of  the  loan  without 
the  consent  of  the  society’s  secretary.  Moreover,  all 
proceeds  from  the  sale  of  any  of  this  property  must  be 
applied  without  delay  toward  the  repayment  of  the  loan. 
The  lender  of  the  money  has  not  only  this  individual 
security,  but  also  has  the  guaranty  of  the  society  which 
approved  the  loan.  The  society  is  likewise  protected 
by  the  provision  of  law  that,  if  a  loan  should  for  any 
reason  be  regarded  as  unsafe,  it  becomes  immediately 
due  and  payable,  and  the  society  may  take  possession 
of  all  property  on  which  it  has  a  lien  and  sell  the  same 
in  satisfaction  of  its  claim. 

The  rate  of  interest  on  loans  charged  by  a  lender  must 
not  exceed  7  per  cent  a  year,  one-seventh  of  which  is  to 
be  paid  to  the  society  by  the  lender  as  soon  as  the  loan 
and  all  interest  thereon  have  been  received.  This  makes 
the  net  rate  of  interest  to  a  lender  of  6  per  cent  a  year. 
In  case  a  borrower  is  not  able  to  pay  his  debt  by  the  last 
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day  of  December  of  the  year  in  which  it  was  contracted, 
the  directors  may  renew  a  loan  for  an  additional  period 
of  not  more  than  one  year  for  what  they  regard  as  a 
sufficient  reason,  but  at  the  end  of  the  renewal  period 
the  debt  must  be  paid. 

The  purposes  of  loans  are  to  purchase  all  farm  sup¬ 
plies,  including  seed,  feed,  implements,  machinery,  and 
live  stock;  to  pay  the  cost  of  carrying  on  any  line  of 
farming  operations  as  well  as  of  preparing  land  for 
cultivation;  and  to  pay  for  not  more  than  one-half  the 
cost  of  erecting  silos. 

The  objects  of  rural  credit  societies  organized  under 
the  provisions  of  the  Manitoba  act  are:  (1)  To  procure 
short-time  loans  for  members  in  order  to  help  them  to 
pay  the  cost  of  farming  operations  of  all  kinds  and  to 
increase  the  productivity  of  farms;  (2)  to  act  as  agents 
for  members  in  purchasing  supplies,  in  selling  products, 
and  in  placing  fire,  hail,  and  life  insurance;  and  (3)  to 
promote  cooperation  for  the  improvement  of  farm-life 
conditions  and  to  extend  the  principles  of  cooperation 
to  all  residents  of  rural  districts. 

The  foregoing  shows  that  the  funds  for  loans  came 
from  persons,  banks,  and  money-lending  companies.  The 
net  interest  received  could  not  exceed  6  per  cent  a  year. 
This  did  not  satisfy  the  lenders,  so  in  March,  1920,  a 
conference  was  held  between  the  lenders  and  the  societies 
and  the  former  refused  to  furnish  funds  thereafter  for 
less  than  6^/2  per  cent  a  year.  The  societies  refused 
to  accede  to  this  demand  with  the  result  that  new  legis¬ 
lation  was  enacted  immediately  which  authorized  the 
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province  to  take  over  from  the  banks  all  the  loans  they 
had  made  to  the  various  societies. 

On  November  30,  1921,  the  total  loans  thus  taken 
over  amounted  to  $2,556,975.  During  October  and 
November  of  that  year  the  provincial  government  dis¬ 
counted  notes  for  the  societies  amounting  to  $390,000 
all  repayable  in  1922;  and  credits  for  live  stock  to  the 
amount  of  $314,000  as  well  as  credits  for  breaking  new 
land  for  $235,000  were  renewed  for  another  year,  mak¬ 
ing  a  total  of  $939,000  carried  over  to  1922.  This  left 
a  balance  repayable  on  December  31,  1921,  of  $1,617,975. 
At  that  time  the  provincial  supervisor  of  cooperative 
rural  credit  societies,  while  believing  that  his  office  would 
have  to  carry  over  some  percentage  of  these  loans,  was 
confident  that  there  was  no  danger  that  the  province 
would  have  to  take  a  financial  loss  thereon.  In  Septem¬ 
ber,  1923,  the  provincial  treasurer  reported  that  “the 
government  is  likely  to  be  faced  with  a  loss  of  10  or  15 
per  cent  on  a  total  amount  of  approximately  $3,000,000 
outstanding.” 

Chapter  11  of  the  Statutes  of  Alberta  for  1917,  as 
amended  from  time  to  time  to  March  28,  1922,  is  entitled 
“The  Alberta  Cooperative  Credit  Act.”  As  stated  before, 
it  is  practically  a  reprint  of  the  Manitoba  Rural  Credits 
Act.  Participation  of  the  provincial  government  and  of 
a  municipality  is  provided  for  under  the  same  conditions 
as  in  Manitoba,  and  there  is  the  same  joint  guaranty 
of  loans  obtained  by  members  of  a  cooperative  credit 
society. 

The  slight  differences  in  the  Alberta  law  relate  to  the 
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organization  of  a  society  and  the  rate  of  interest  on  loans. 
In  Alberta  a  society  can  begin  business  with  thirty  mem¬ 
bers  who  have  subscribed  not  less  than  $3,000;  and  the 
maximum  rate  of  interest  is  fixed  at  7y>  Per  cent  a  year, 
only  V2  of  1  per  cent  of  which  is  paid  over  to  a  society. 
This  provides  the  lenders  of  funds  in  Alberta — which 
may  be  any  chartered  bank,  financial  corporation,  firm, 
or  person  authorized  to  do  business  in  the  province— a 
net  rate  of  7  per  cent  interest  a  year.  In  all  other  re¬ 
spects  the  two  laws  may  be  regarded  as  practically 
identical. 

Notwithstanding  the  length  of  time  this  act  has  been 
in  effect,  only  a  few  societies  have  been  organized.  Pos¬ 
sibly  the  higher  rate  of  interest  in  Alberta  has  had 
something  to  do  with  hindering  their  organization.  The 
number  of  loans  made  up  to  the  end  of  April,  1922,  was 
only  800  and  the  amount  loaned  approximately  $400,000. 
Whether  or  not  the  province  has  suffered  any  financial 
loss  is  not  reported. 

THE  EASTERN  PROVINCES 

Little  has  been  done  by  the  eastern  provinces  of  Can¬ 
ada  in  the  way  of  establishing  short-time  loan  systems 
for  farmers.  New  Brunswick,  Nova  Scotia,  and  Prince 
Edward  Island  have  enacted  no  legislation  for  encour¬ 
aging  either  the  organization  of  cattle  associations  or 
cooperative  credit  societies;  the  Quebec  Department  of 
Agriculture,  by  small  grants  of  money,  has  encouraged 
crop  and  live  stock  production,  and  the  legislature  passed 
a  law  which  enabled  farmers  to  organize  “caisses  popu¬ 
lates,”  or  rural  savings  banks;  so  that  Ontario  is  the 
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only  province  which  has  a  system  of  short-time  agri¬ 
cultural  loans  and  that  law  was  not  enacted  until  1921. 

Cooperative  credit  societies. 

Before  Ontario  established  by  law  a  system  of  short- 
time  loans,  farmers  had  three  ways  of  procuring  credit 
as  in  the  United  States,  namely,  country  stores,  local 
banks,  and  neighbors.  In  the  case  of  store  accounts,  a 
farmer  always  paid  what  amounted  to  a  very  high  inter¬ 
est  rate  in  view  of  the  much  higher  prices  charged  for 
goods  purchased  on  credit  rather  than  for  cash;  at  a 
local  bank  a  borrower  had  to  furnish  an  indorsed  note, 
or  keep  on  file  a  satisfactory  statement  of  assets  and 
liabilities,  in  order  to  obtain  a  loan  for  not  exceeding 
three  months  and  at  a  high  rate  of  interest;  and,  if  a 
farmer  borrowed  of  a  neighbor,  he  had  to  make  the  best 
terms  he  could  as  to  rate  of  interest  and  duration  of  loan. 
None  of  these  methods  of  procuring  credit  was  satisfac¬ 
tory  to  borrowers. 

With  a  view  of  relieving  this  situation  by  means  of 
a  provincial  short-time  farm  loan  system,  investigations 
were  made  by  a  special  committee  appointed  by  the 
Ontario  Minister  of  Agriculture  in  1920.  This  committee 
as  well  as  the  provincial  legislature  had  before  them  the 
laws  and  experiences  of  several  of  the  other  provinces 
of  Canada  and  also  the  Farm  Loan  Act  passed  in  1916 
by  the  Congress  of  the  United  States.  Traces  of  all  these 
laws  may  be  found  in  ‘The  Ontario  Farm  Loans  Act,” 
approved  May  3,  1921. 

The  main  provisions  of  the  Ontario  act,  however,  are 
taken  bodily  from  the  Manitoba  Rural  Credits  Act,  while 
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its  modifications  follow  some  of  those  adopted  by  the 
Alberta  legislature.  It  is  unnecessary,  therefore,  to 
repeat  those  provisions  here.  Suffice  it  to  say  that  the 
Manitoba  law  is  copied  as  to  the  organization,  manage¬ 
ment,  and  objects  of  cooperative  credit  societies,  the 
method  of  applying  for  and  securing  loans,  and  provin¬ 
cial  liability  and  supervision.  The  following  paragraphs 
outline  the  main  differences  contained  in  the  Ontario 
Farm  Loans  Act. 

The  control  of  cooperative  farm  loans  associations  is 
placed  under  the  Agricultural  Development  Board.  The 
capital  stock  of  an  association  is  subscribed  for  by  mem¬ 
bers,  municipalities,  and  the  government  the  same  as 
in  the  other  provinces,  but  the  directors  number  seven 
only,  of  whom  the  association  elects  three  and  the  munici¬ 
pality  and  government  appoint  two  each.  The  maximum 
loan  any  member  may  receive  is  $2,000.  The  highest 
rate  of  interest  a  money  lender  can  charge  is  7  per  cent 
a  year,  and  one-seventh  of  the  interest  received  has  to  be 
paid  over  to  the  association  whose  members  are  granted 
loans. 

In  response  to  an  inquiry  as  to  what  rate  of  interest 
farmers  were  actually  paying  on  short-time  loans  under 
the  Ontario  Farm  Loans  Act,  the  chairman  of  the  Agri¬ 
cultural  Development  Board  reported  in  October,  1923, 
that  the  interest  charged  members  of  associations  had 
been  6%  per  cent  a  year.  Under  the  provision  of  the 
act  which  provides  for  the  association  to  be  allowed  one- 
seventh  of  the  aggregate  interest  accrued  on  loans  made 
to  its  members,  the  lender  receives  slightly  more  than 
5%  per  cent  a  year. 
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One  feature  of  the  Ontario  law  peculiar  to  itself  relates 
to  additional  ways  of  providing  funds  for  making  loans. 
In  the  first  place  the  provincial  treasurer  may  lend  public 
money  to  any  association  on  such  terms  as  may  be  agreed 
on  as  to  interest,  repayment,  and  security.  The  object 
of  this  provision  is  undoubtedly  to  provide  a  source  of 
funds  for  short-time  loans  to  farmers  should  the  regular 
money-lending  institutions  be  unable  or  unwilling  at  any 
time  to  supply  the  demand  for  such  credit.  In  the  second 
place,  the  provincial  minister  of  agriculture  is  authorized 
to  enter  into  agreements  and  guarantees  with  banks,  loan 
companies,  and  other  corporations  for  funds  to  lend 
to  farmers.  The  guaranty  feature  thereby  assures  to 
money-lending  institutions  the  repayment  of  their  loans 
by  the  province  should  individual  borrowers  or  associa¬ 
tions  at  any  time,  fail  to  meet  their  obligations. 

A  report  on  the  operation  of  this  law  to  October  31, 
1923,  shows  that  sixteen  cooperative  rural  credit  societies 
had  been  organized  with  602  shareholders,  and  that  loans 
had  been  granted  to  their  members  to  the  amount  of 
$314,495. 

These  efforts  of  the  province  of  Ontario  to  lighten  the 
burdens  of  farmers  on  their  short-time  loans  undoubtedly 
will  have  a  wide  field  of  usefulness  in  the  future.  The 
records  of  mortgage  indebtedness  on  farm  chattels  have 
steadily  increased  in  number  and  amount  during  the 
past  few  years.  At  the  close  of  1920  there  were  3,042 
farmers  in  Ontario  having  mortgages  recorded  against 
their  chattels  for  a  total  of  $2,698,383;  at  the  end  of 
1921  the  number  had  increased  to  3,758  and  the  amount 
to  $3,048,331 ;  and  at  the  close  of  1922  the  figures  stood 
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at  4,734  chattel  mortgages  on  record  aggregating  $3,759,- 
296.  If,  under  the  operation  of  the  Ontario  Farm  Loans 
Act  of  1921,  the  cooperative  rural  credit  societies  can 
take  over  a  large  part  of  these  loans  under  improved 
terms  and  conditions  as  to  interest  rates,  commission 
charges,  and  period  of  loans,  they  will  be  of  immense 
service  to  the  farmers  of  that  province  who  are  struggling 
against  the  difficulties  and  the  dangers  of  short-time 
loans  under  adverse  agricultural  and  economic  conditions. 

Cooperative  savings  and  loan  societies. 

There  does  not  exist  in  Quebec  a  provincial  rural  credit 
system,  but  the  Syndicates  Act  of  1907  enables  farmers 
to  organize  mutual  savings  and  loan  societies  of  their 
own  which  are  known  as  “caisses  populates,”  or  people’s 
savings  banks. 

In  their  inception  this  class  of  institution  was  organ¬ 
ized  to  assist  the  urban  working  classes  rather  than 
farmers,  but  the  percentage  of  farmer  membership  is 
now  so  high  that  most  of  them  could  well  be  called 
“farmers’  savings  and  loan  banks.”  Each  bank  is  inde¬ 
pendent  and  operates  in  a  very  restricted  territory,  so 
that  managers  know  all  members  who  apply  for  loans. 
To  become  a  member  one  must  subscribe  for  at  least 
one  share  of  stock  at  $5  a  share  which  is  payable  in  small 
installments.  Members  are  not  subject  to  any  form  of 
liability  as  stockholders. 

The  objects  of  these  banks  are  to  receive  deposits  of 
money  from  anyone  in  a  community  and  to  make  loans 
to  members  in  sums  ranging  from  $5  to  $200.  The  rate 
of  interest  paid  on  deposits  varies  from  3  to  4  per  cent 
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a  year.  Deposits  may  be  withdrawn  at  will  or  by  giving 
thirty  days’  notice.  On  small  loans  up  to  $50,  the  se¬ 
curity  is  usually  the  unindorsed  note  of  a  borrower,  but 
on  larger  sums  a  chattel  mortgage  is  taken.  The  rate 
of  interest  charged  borrowers  is  6  per  cent  a  year,  and 
the  repayment  of  loans,  both  as  to  interest  and  principal, 
is  made  monthly. 

A  council  of  administration  controls  the  admission  of 
new  members,  one  of  the  by-laws  requiring  that  an  appli¬ 
cant  be  honest,  punctual  in  payments,  sober,  and  indus¬ 
trious.  Applicants  are  required  to  pay  a  small  entrance 
fee  of  ten  cents  which  is  applied  in  building  up  a  reserve 
fund.  The  bulk  of  a  bank’s  reserves  arises  from  setting 
aside  at  least  10  per  cent  of  the  annual  net  profits.  In 
addition,  each  bank  has  a  provident  fund  to  which  is 
also  applied  10  per  cent  of  the  annual  net  profits.  The 
provident  fund  is  designed  to  protect  the  reserve  fund 
by  meeting  any  calls  which  threaten  the  financial  sta¬ 
bility  of  the  bank.  A  credit  committee  belonging  to  a 
bank  passes  on  all  applications  for  loans  and  also  deter¬ 
mines  the  amount  of  credit  a  member  may  receive. 

The  only  supervision  exercised  by  the  provincial  gov¬ 
ernment  over  these  banks  is  in  requiring  each  one  to 
prepare  a  report  in  triplicate  of  its  operations  at  the 
close  of  each  fiscal  year,  one  copy  for  the  provincial 
secretary,  one  for  the  clerk  of  the  municipality,  and  the 
third  for  its  own  files. 

The  people’s  or  farmers’  savings  banks  in  Quebec  have 
been  eminently  successful  and  useful  to  small  farmers 
in  assisting  in  the  purchase  of  seed  grain,  fertilizers,  and 
other  farm  supplies.  They  operate  on  strict  cooperative 
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principles  in  that  the  services  of  directors  and  committee 
members  are  rendered  gratuitously,  only  the  manager 
and  his  assistants  receiving  a  small  compensation.  More 
than  150  of  these  rural  savings  banks  now  operate  in 
Quebec  and  nearby  provinces,  having  more  than  66,000 
members,  and  the  business  turnover  amounts  to  about 
$9,000,000  a  year. 

It  is  evident  from  the  preceding  summaries  of  provin¬ 
cial  and  other  methods  of  making  short-time  loans  to 
farmers  that  rural  credit  conditions  are  much  the  same 
in  Canada  as  in  the  United  States.  The  aim  has  been 
in  all  cases  to  lighten  the  burdens  of  borrowing  farmers 
by  cutting  down  all  unnecessary  costs,  lowering  and 
stabilizing  interest  rates,  lengthening  the  period  of  loans, 
and  granting  a  renewal  without  the  payment  of  a  com¬ 
mission. 

Under  these  systems  it  has  not  been  the  practice  to 
deduct  interest  in  advance.  A  bank  or  other  money- 
lending  person  or  institution  receives  only  what  it  has 
earned  and  when  it  has  been  earned.  At  the  same  time, 
the  provincial  governments  guarantee  lenders  against 
loss  not  in  the  interest  of  the  borrowers,  but  for  the 
development  of  agriculture  and  the  benefits  of  all  their 
people. 

These  have  clearly  been  the  aims  of  all  such  legisla¬ 
tion  in  Canada.  The  farmer  has  been  granted  no  arti¬ 
ficial  financial  aid.  As  the  agent  of  wealth  production 
in  a  necessary  and  extensive  industry  which  stretches 
itself  into  the  remotest  parts  of  a  great  Dominion,  the 
farmer  has  been  helped  to  stand  on  his  own  feet  that  he 
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may  do  his  work  more  efficiently,  provide  a  better  income 
for  himself  and  his  family,  and  render  a  service  to  his 
country.  Time  alone  will  tell  whether  or  not  all  these 
aims  have  been  accomplished  by  the  various  legislative 
efforts  of  the  provinces  of  the  great  commonwealth  of 
Canada. 


CHAPTER  XX 

RURAL  CREDITS  AND  NATIONAL  WELFARE 

The  foregoing  pages  have  opened  up  a  panoramic 
view  of  the  rural  credits  situation  as  it  exists  in  the  two 
great  agricultural  countries  of  North  America.  To  stu¬ 
dents  of  farm  finance  they  furnish,  at  least,  food  for 
reflection.  They  present  facts  and  figures  which  should 
prove  a  safe  guide  to  those  who  have,  or  who  claim  to 
have,  the  welfare  of  the  farmer,  his  industry,  and  the 
nation  at  heart.  For,  if  any  truth  has  been  made  at 
all  clear,  it  is  that  every  rural  credits  problem  is  a  city 
problem  which  comes  home  sooner  or  later  to  every 
consumer  of  farm  products,  and  that  takes  in  the  entire 
population. 

In  discussing  methods  of  financing  agriculture,  one 
deals  with  the  very  foundations  of  society — the  land 
itself.  This  is  the  heritage  of  all  the  people.  As  for 
the  farmer  who  uses  the  land,  he  is  merely  the  guardian 
of  its  fertility  not  only  for  the  present  large  population, 
but  also  for  future  generations.  Consequently,  through 
the  toil  of  the  farmer,  the  theme  broadens  to  take  in 
the  products  of  the  land  which  furnish  the  primary  needs 
of  the  race  in  the  forms  of  the  raw  materials  of  food, 
clothing,  fuel,  and  shelter.  If  rural  credits  help  in  ac¬ 
complishing  these  purposes,  it  is  to  be  expected  that  the 

381 


382  Farm  Credits  in  the  United  States  and  Canada 

people  will  live  well  and  the  country  become  prosperous. 
That  is  surely  an  end  that  is  well  worth  while. 

Fundamentally,  then,  the  subject  of  rural  credits  has 
much  to  do  with  economic  and  social  progress,  for  it 
concerns  the  land,  the  man,  and  the  people.  If  all  the 
efforts  put  forth  have  not  helped  the  farmer  to  maintain 
or  to  improve  soil  fertility,  if  they  have  not  made  the 
lot  of  the  farmer  and  his  famity  easier  by  increasing 
his  income,  if  they  have  not  improved  the  quality  nor 
increased  the  quantity  of  farm  products  so  that  all  the 
people  have  more  work  to  do  and  live  better  as  a  result 
thereof — then  the  rural  credits  laws  which  have  been 
enacted  do  not  offer  a  solution  of  the  great  economic  and 
social  problems  which  take  their  rise  back  in  the  open 
country  where  men  and  women  are  trying  to  make  their 
living  by  cultivation  of  the  soil.  This  book  will  end, 
therefore,  with  a  brief  review  of  the  rural  credits  situation 
as  it  affects  the  land,  the  farmer,  and  the  nation. 

RURAL  CREDITS  AND  THE  LAND 

The  land!  That  marvelous  source  of  all  material 
wealth!  Without  land  the  human  race  could  not  exist. 
It  constitutes  that  lasting  source  of  food,  raiment,  and 
other  forms  of  wealth  which  together  provide  the  basis 
of  the  economic  life  of  manufacturer  and  merchant. 
The  land  is  fixed  eternally.  Only  man  and  his  activities 
relating  thereto  constitute  the  fleeting  and  transitory 
phases  of  human  existence. 

The  immobility  of  the  land  is  its  first  important  char¬ 
acteristic  ;  and  the  second  is  like  unto  it — its  indestructi¬ 
bility.  Man  himself  and  all  his  wealth  are  perishable; 
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but  the  land  will  remain  for  succeeding  generations  with¬ 
out  number.  The  “fertility”  of  the  land— its  chemical 
elements  which  enter  into  the  production  of  all  organic 
beings — may  be  transformed  by  biological  processes  from 
inorganic  forms  to  plants  and  animals  which  perish 
swiftly  with  the  passing  of  time.  But  the  land  itself 
still  remains,  the  continuing  source  of  wealth  and  of 
human  energies. 

Land  is  now  and  ever  has  been  the  perpetual  birthright 
of  mankind.  From  it  the  human  race  has  come.  Back 
to  it  all  living  beings  sooner  or  later  must  return.  Some 
right  to  its  occupation  and  to  its  use  is  essential  to  the 
existence  and  happiness  of  mankind.  Absolute  power 
over  it  is  attainable  by  none.  Various  are  its  manifesta¬ 
tions — mountain  and  forest,  valley  and  stream,  hill  and 
plain.  Numerous  are  its  uses— in  city  and  country— 
the  home,  the  farm,  the  road,  the  mine.  Infinitely  old 
is  the  land;  yet  ever  is  it  teeming  with  what  is  essentially 
new! 

Such  is  the  land  with  all  its  marvelous  powers  and 
possibilities.  Land  constitutes  the  basic  theme  in  any 
effort  to  determine  the  prospective  conditions  of  agricul¬ 
ture  in  the  United  States  and  Canada  as  affected  by 
systems  of  rural  credits.  It  relates  inevitably  to  the 
future  economic  and  social  welfare  of  the  people  to 
transportation  and  trade,  to  industry  and  commerce,  to 
economic  and  social  progress.  In  the  past  individual 
ownership  of  land  and  human  slavery  went  hand  in  hand. 
Today  nations  are  struggling  for  greater  control  over 
the  land  as  the  basis  of  political  freedom  and  lasting 
prosperity. 
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The  earth  is  the  heritage  of  the  human  race.  On  its 
surface  things  grow;  beneath  its  surface  are  vast  store¬ 
houses  of  wealth.  Both  are  subject  to  use  and  exploita¬ 
tion.  The  use  of  land  for  crop  and  animal  production 
is  a  living  vital  theme.  So  far  as  human  experience  has 
gone,  crops  and  live  stock  may  be  increased  almost 
indefinitely  to  meet  the  needs  of  a  growing  population 
were  it  not  for  the  fact  that  the  land  area  itself  is  limited 
to  islands  and  continents  above  the  -waters  which  cover 
the  earth.  The  problem  of  the  proper  use  of  land, 
therefore,  in  agricultural  production  is  fundamental 
to  the  increase  of  population  and  the  development  of 
civilization. 

To  what  extent,  then,  have  rural  credits  helped  the 
farmer  to  preserve  the  land  as  the  heritage  of  the  race? 
Financing  the  farmer  has  provided  him  with  the  means 
of  procuring  the  right  kind  of  fertilizers  with  which  to 
maintain  the  fertility  of  the  soil.  Without  financial 
aid  many  a  farmer  would  have  had  to  exploit  the  soil 
beyond  the  hope  of  its  early  redemption.  It  has  enabled 
him  to  buy  improved  nursery  stock,  tested  seeds,  and 
blooded  live  stock  as  means  of  raising  better  fruits, 
larger  crops,  and  more  productive  flocks  and  herds.  It 
has  helped  him  to  erect  better  barns  for  storing  of  crops 
and  housing  of  animals.  It  has  enabled  him  to  build 
a  more  substantial  home  and  to  equip  it  with  modern 
improvements.  It  has  provided  him  with  the  means  of 
sending  his  boys  and  girls  to  higher  agricultural  schools 
of  learning  in  order  that  they  might  know  how  to  carry 
on  scientific  agriculture  by  rotation  of  crops,  by  green- 
manuring,  and  in  other  ways,  thereby  conserving  and 
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possibly  increasing  the  fertility  of  soils  which,  as  good 
farmers,  it  is  their  bounden  duty  to  do.  All  these  things 
and  many  others  has  the  wise  use  of  credit  enabled  the 
farmer  to  accomplish  on  the  land.  The  farmer  has  kept 
his  guardian  faith  by  preserving  the  producing  power 
of  the  land,  and  he  has  always  been  able  to  do  it  more 
effectively  by  the  judicious  use  of  credit  in  maintaining 
his  home  and  conducting  his  farm  as  a  business  enterprise. 

RURAL  CREDITS  AND  THE  FARMER 

In  the  meantime  how  has  it  fared  with  the  farmer 
himself?  He  has  become  involved  in  debt.  He  has 
promised  to  surrender  a  part  of  his  income  from  his  labor 
on  the  land  by  the  payment  of  interest  every  six  months 
or  every  year  as  the  case  may  be.  The  larger  the  debt 
he  owes,  the  greater  the  amount  he  has  to  pay  out  to 
his  creditor.  He  has  sold  himself  into  financial  bondage 
for  five  years,  for  ten  years,  yes  even  for  thirty-five 
years  as  under  the  federal  farm  loan  system.  He  can  not 
emancipate  himself  except  by  payment  of  the  debt.  But, 
so  long  as  his  crops  and  his  animals  are  subject  to  all 
the  forces  of  nature, — so  long  as  prices  for  what  he  pro¬ 
duces  are  low, — his  prospects  of  emancipation  from  his 
thraldom  grow  less  and  less  with  the  coming  years. 
There  hangs  over  him  the  dread  shadow  of  loss  of  home 
and  farm  by  foreclosure  should  he  fail  to  meet  his  obli¬ 
gations.  This  is  the  heritage  of  the  farmer  in  debt. 

And  there  are  more  than  two  millions  of  such  financial 
serfs  in  the  two  great  countries  of  North  America  today ! 
There  is  no  doubt  that  many  thousands  will  have  to 
succumb  sooner  or  later  to  foreclosure  in  the  fierce  strug- 
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gle  for  existence.  From  this  calamity  no  known  power 
at  present  can  save  them.  It  is  possible,  as  some  think, 
that  they  are  the  unfit  among  the  many  millions  of 
farmers  who  are  earning  their  living  off  the  land.  If 
that  is  so,  then  the  unfit  are  growing  in  number  from 
year  to  year;  for  debt  grows  apace,  the  number  of  mort¬ 
gaged  farms  constantly  increasing  and  chattel  mortgages 
being  possibly  as  numerous  as  land  mortgages  at  any 
time. 

These  men  have  had  a  millstone  hung  about  their 
necks  for  the  sake  of  conserving  the  soil  and  of  rendering 
a  service  to  the  people.  Hundreds  of  farmers  in  Maine 
have  had  to  mortgage  their  farms  to  pay  their  fertilizer 
bills,  some  of  which  run  up  into  thousands  of  dollars;  cot¬ 
ton  farmers  in  the  South,  through  the  ravages  of  the  boll- 
weevil,  are  in  much  the  same  plight;  cattlemen  on  the 
great  plains  have  for  several  years  been  on  the  verge 
of  bankruptcy;  and  thousands  of  wheat  growers  in  1923 
are  calling  for  some  form  of  financial  relief  from  the 
government  immediately. 

Evidently,  next  to  the  merciless  forces  of  nature  over 
which  the  guardian  of  the  soil  has  little  or  no  control, 
the  farmer’s  worst  enemy  is  debt.  From  its  burdens  at 
present  no  power  can  emancipate  him.  Since  the  grant¬ 
ing  of  private  capital  has  brought  him  to  this  plight, 
certainly  no  more  lending  of  public  capital  can  undo  that 
which  has  already  been  done.  The  debt  problem  will 
remain  to  perplex  the  farmer  no  matter  what  artificial 
remedies  are  proposed  to  help  him  to  pay  interest  on  his 
debts  to  banks  and  other  money-lenders.  There  has 
been  too  much  legislation  already.  Better  by  far  would 
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it  have  been  for  the  farmer  had  he  been  unable  to  get 
into  debt  which  now  threatens  to  drain  his  income  to 
the  last  dollar.  More  legislation  will  avail  nothing 
unless  it  reduces  the  interest  rates  on  loans,  cuts  down 
the  costs  of  borrowing,  provides  a  simpler  method  of 
land  registration,  raises  the  prices  of  farm  products, 
removes  the  possibility  of  hasty  foreclosure  from  the 
statute  books,  creates  markets  for  surplus  crops  and 
animal  products,  and  decreases  the  burden  of  taxation. 
When  legislators  leave  the  credit  situation  alone  and 
devote  their  time  and  attention  to  these  unsolved  prob¬ 
lems  affecting  rural  life,  then  more  legislation  may  be 
of  some  avail.  In  the  meantime  more  than  two  million 
farmers  are  paying  the  penalty  of  too  much  credit  too 
freely  granted  with  both  private  and  public  funds. 

While  no  greater  crime  has  ever  been  committed 
against  agriculture  than  the  rapid  increase  of  too  easy 
credit  facilities,  the  industry  as  a  whole  is  far  from  being 
in  a  deplorable  condition.  Notwithstanding  the  serious 
dilemma  in  which  farmers  find  themselves  who  are 
struggling  with  the  burdens  of  personal,  chattel,  and  land 
mortgage  debts,  by  far  the  greater  number  still  remain 
free  from  the  shackles  of  the  power  of  money  to  drain 
their  income.  As  reported  by  the  Census  of  1920,  of 
the  3,925,090  owners  who  work  their  own  farms,  no  less 
than  2,074,325  were  free  from  mortgage  as  compared 
with  1,461,306  mortgaged  farms  and  389,459  of  which 
it  was  unknown  whether  they  were  mortgaged  or  not. 
Besides  these  unmortgaged  farms  there  were  2,523,253 
other  farms  operated  by  managers  and  tenants  concern¬ 
ing  which  also  no  mortgage  status  is  reported.  Possibly 
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most  of  those  farmers  have  not  yet  become  slaves  to 
money-lenders.  Most  of  them  undoubtedly  are  pros¬ 
perous;  many  have  money  to  lend;  not  one  of  them  is 
asking  to  be  treated  as  a  ward  of  the  government.  These 
are  the  men  and  women  who  still  constitute  the  conserva¬ 
tive  element  of  democracy,  who  are  glad  to  live  in  the 
open  spaces  of  the  country,  who  conserve  the  land  for 
posterity,  and  who  know  how  to  wrest  a  good  living  from 
the  land. 

It  is  to  be  hoped  that  these  millions  of  farmers  will 
never  come  under  the  crushing  power  of  debt.  The 
character  of  their  industry  can  not  stay  the  hand  of 
merciless  nature,  but  thus  far  prosperity  with  them  has 
stayed  the  hand  of  the  money-lender.  For  the  good  of 
the  land,  the  happiness  of  the  man,  and  the  welfare  of 
the  people,  these  millions  of  farmers  should  ever  remain 
in  a  condition  of  financial  freedom. 

RURAL  CREDITS  AND  THE  NATION 

And,  lastly,  what  of  the  relation  of  rural  credits  to 
the  nation’s  welfare?  While  the  farmer  has  burdened 
himself  with  debt  in  order  to  conserve  the  land,  how  has 
the  nation  fared?  Has  it  lacked  any  of  the  prime  needs 
or  any  of  the  luxuries  of  daily  life  because  of  the  failure 
of  the  farmer  to  render  that  service  which  his  industry 
requires  of  him  for  the  nation’s  good? 

Certainly  the  farmer  has  been  no  slacker,  even  during 
and  since  the  years  that  he  was  hit  the  hardest  financially 
by  the  fall  in  prices  of  farm  products,  if  he  is  judged 
according  to  the  kinds  and  amounts  of  wealth  produced 
from  the  soil.  Annually  that  wealth  is  valued  anywhere 
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from  fifteen  to  twenty-five  billion  dollars.  Its  value 
staggers  the  imagination.  This  is  only  the  fountain 
source  of  wealth  to  the  nation,  for  who  can  estimate  its 
value  when  wrought  up  into  the  countless  forms,  as  food 
and  clothing,  as  shoes  and  leather  goods,  which  enter  into 
the  various  channels  of  trade  and  commerce?  Agricul¬ 
tural  wealth  in  raw  and  finished  forms  has  broadcasted 
prosperity  throughout  the  nation.  The  primary  needs 
of  the  people  for  fruits,  vegetables,  cereals,  meats,  milk, 
poultry,  butter,  eggs — in  short,  the  daily  bread  of  the 
nation — have  all  been  satisfied  and  some  to  spare  for 
the  more  needy  nations  of  the  earth.  The  raw  materials 
of  the  textile  industries — flax,  hemp,  cotton,  and  wool 
have  been  produced  in  abundance.  There  has  been  no 
lack  of  hides  for  the  manufacture  of  shoes  and  leather 
goods.  The  paper  and  the  lumber  industries  have  pros¬ 
pered,  one  using  cordwood  from  the  farm  woodlot,  the 
other  timber  from  the  primeval  forest.  The  land  has 
been  the  source  of  all  these  raw  materials  of  foods,  cloth¬ 
ing,  shoes,  and  other  comfort  goods,  and  the  farmer  has 
been  the  agent  of  the  nation  in  their  production. 

Without  doubt,  then,  agricultural  forms  of  wealth  are 
the  energizing  force  of  economic  life.  They  enter  into 
every  channel  of  trade  and  commerce.  They  aid  ma¬ 
terially  in  keeping  the  wheels  of  transportation  and  of 
manufacture  constantly  in  motion,  for  farm  products 
have  to  be  transported  on  land  and  on  water — in  wagon, 
railroad  car,  or  steamship — from  rural  districts  to  every 
hamlet,  town,  and  city.  When  they  reach  their  destina¬ 
tion  and  have  been  transformed  into  numerous  finished 
goods,  they  enter  into  the  daily  life  of  all  the  people  as 
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food,  clothing,  household  goods,  shoes,  and  various  luxu¬ 
ries.  In  all  these  processes  of  the  transportation,  manu¬ 
facture  and  distribution  of  agricultural  forms  of  wealth, 
a  vast  army  of  men  and  women  workers  are  kept  steadily 
and  profitably  employed.  They  toil  about  eight  or  nine 
hours  a  day  and  their  work  is  done.  As  a  nation  it  has 
been  well  with  us  because  there  has  been  no  lack  of  farm 
products  all  along  the  line.  In  a  word,  agriculture  has 
meant  the  health,  the  well-being,  and  the  prosperity  of 
the  nation. 

It  is  well  to  contrast  the  labor  and  the  rewards  of  the 
farmer  with  other  classes  of  workers.  With  the  farmer 
there  has  been  no  strike  for  shorter  hours  and  larger  pay. 
His  business  has  not  been  run  on  a  factory  plan  of  eight 
hours  a  day  and  no  work  on  Sundays  and  holidays.  He 
works  on  the  land  during  the  daily  course  of  the  sun — 
at  his  post  when  the  reveille  sounds  out  in  the  morning 
and  still  toiling  on  when  the  sunset  gun  heralds  the  kneli 
of  departing  day.  A  farmer’s  working  hours  during  the 
growing  season  are  regulated  by  the  inexorable  laws  of 
nature.  If  he  keeps  live  stock,  his  work  knows  no  rest 
days  and  provides  no  holidays.  And  for  this  faithfulness 
to  the  land  and  for  this  continual  labor  in  the  interest  of 
the  nation,  many  thousands  of  farmers  have  run  in  debt 
and  have  made  a  bare  living  only  at  the  best. 

While  many  thousands  of  farmers,  then,  have  been 
burdened  with  debt,  the  nation  as  a  whole  has  prospered. 
High  wages  and  a  high  standard  of  living  have  been  the 
lot  of  town  and  city  workers,  but  the  reverse  has  been 
the  case  with  two  millions  or  more  of  farm  workers  in 
the  past  few  years.  They  have  had  their  small  incomes 
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drained  by  enforced  payments  of  interest  on  their  debts 
and  of  taxes  on  their  land.  It  has  resulted  in  a  lower 
standard  of  living  in  many  a  farm  home.  No  nation 
can  afford  to  have  a  low  standard  of  living  among  rural 
workers,  so  that  today  the  chief  problem  of  agriculture 
is  not  one  of  providing  more  credit,  but  of  making  farm¬ 
ing  more  profitable.  This  has  been  the  aim  of  agricul¬ 
tural  colleges  and  experiment  stations,  but,  notwithstand¬ 
ing  their  efforts  in  this  direction,  hundreds  of  farmers 
annually  leave  farm  life  to  engage  in  other  pursuits. 
Financial  and  political  conditions  have  together  brought 
about  that  result.  As  a  nation  it  brings  us  face  to  face 
with  another  problem— the  abandonment  of  farming 
because  of  its  unprofitableness. 

And  yet,  notwithstanding  the  wealth  and  the  prosperity 
of  towns  and  cities,  the  words  of  Goldsmith  seem  to  ring 
out  true  even  today ,  that — 

“Ill  fares  the  land,  to  hastening  ills  a  prey, 

Where  wealth  accumulates  and  men  decay; 

Princes  and  lords  may  flourish,  or  may  fade 
A  breath  can  make  them,  as  a  breath  has  made; 

But  a  bold  peasantry,  their  country’s  pride, 

When  once  destroy’d,  can  never  be  supplied.” 

A  vastly  more  important  task  for  legislators  than  pro¬ 
viding  ways  and  means  of  getting  farmers  deeper  into 
debt  is  to  make  it  possible  for  them  to  get  out  of  debt. 
The  preceding  paragraphs  have  brought  the  reader  face 
to  face  with  the  two  chief  social  forces— high  interest 
rates  and  increasing  taxes— which  have  played  their 
part  in  holding  back  the  progress  of  country  life.  Money 
which  should  circulate  in  rural  communities  is  withdrawn 
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through  interest  payments  on  enormous  sums  loaned  by 
financial  and  insurance  corporations  to  farmers,  and  the 
issue  of  tax-exempt  securities  by  states  and  the  land 
banks  merely  adds  to  the  burden  of  taxes  which  land¬ 
owning  farmers  have  to  pay.  Not  only  the  individual 
farmers  who  are  in  debt,  but  entire  rural  communities 
are  thus  being  slowly  impoverished  while  large  urban 
financial  centers  are  becoming  wealthier  from  year  to 
year. 


RURAL  CREDITS  AND  POLITICS 

The  real  difficulties,  therefore,  which  now  afflict  farm¬ 
ers  are  not  credit  problems  at  all.  While  legal  rates  of 
interest  on  farm  loans  are  altogether  too  high  in  view 
of  an  exceedingly  low  average  return  on  invested  capital 
on  farms  of  only  about  3  per  cent  a  year,  all  sorts  of 
subterfuges  are  practiced,— such  as  charging  commis¬ 
sions,  deducting  interest  in  advance,  and  even  collecting 
a  usurious  rate  of  interest,— which  adds  to  the  drain  on 
a  farmer’s  income.  With  the  unchecked  sway  of  politics 
in  national  life,  there  has  also  been  an  ever-growing  toll 
taken  from  a  farmer’s  returns  on  his  labor  and  capital 
in  the  form  of  taxes.  Both  of  these  injustices,  however, 
are  subject  to  legislative  control,  but  the  difficulty  is 
for  farmers  or  the  nation  to  get  any  real  relief  from 
either  party  who  have  for  years  successfully  dominated 
national  politics. 

The  plain  fact  is  that  pleas  for  rural  credit  systems 
during  the  past  ten  years  have  been  made  more  in  the 
interest  of  bankers  and  politicians  than  in  behalf  of 
farmers.  The  slight  saving  in  interest  rates  accomplished 
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for,  possibly,  two  million  farmers  in  debt  has  been  more 
than  offset  by  increases  in  taxes  which  have  added  to 
the  financial  burden  not  only  of  those  farmers  for  whom 
state,  provincial,  and  national  systems  of  credits  have 
been  established,  but  also  on  all  other  farmers  and  on 
taxpayers  in  general. 

This  is  one  of  the  most  important  problems  now  con¬ 
fronting  the  nation.  The  welfare  of  every  man,  woman, 
and  child  today  is  directly  or  indirectly  affected  by  rural 
credits  legislation  which  ultimately  reflects  itself  in 
increase  of  taxes.  In  view  of  the  habit  of  mind  of  the 
average  party  politician  at  the  present  time,  this  is  a 
still  more  difficult  problem  to  solve  than  that  of  rural 
credits.  Let  not  farmers  as  a  class  think  for  one  moment 
that  all  this  agitation  will  bring  them  any  relief  from 
oppressive  debt  and  taxation  conditions.  The  agitation 
in  behalf  of  more  farm  credit  is  only  a  blind  to  cover  up 
the  stupidity  of  the  past  and  to  create  more  political 
sinecures  for  which  the  public  will  have  to  pay  with 
increased  taxes.  There  is  no  escape  for  the  nation  from 
this  result.  It  makes  no  difference  which  party  touts 
its  horn  the  loudest,  the  effect  is  the  same  whichever 
party  is  in  the  administrative  saddle.  With  the  estab¬ 
lishment  of  institutions  one  after  another  ostensibly  to 
promote  rural  credits  and  agricultural  development,  the 
plight  of  the  farmer  has  grown  from  bad  to  worse  and 
taxpayers  in  general  complain  of  the  high  cost  of  living 
and  increasing  taxes. 

0,  ye  legislators!  Your  task  is  to  leave  the  rural 
credits  situation  alone  and  correct  the  abuses  of  your 
own  past  legislative  extravagance  and  folly.  The  good 
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farmer  may  well  be  left  to  be,  as  he  always  has  been, 
the  keeper  and  the  tiller  of  the  land;  while  you  may 
become,  if  you  will  broaden  your  vision  to  see  your  real 
duty,  the  protector  of  the  people  through  just  legislation 
against  financial  and  political  wrongs  which  threaten 
the  very  foundations  of  our  nation’s  welfare.  Hence¬ 
forth,  quit  ye  like  men!  If  you  become  really  more 
interested  in  national  prosperity  than  in  maintaining 
yourselves  in  the  administrative  saddle  on  your  decrepit 
old  political  hobby-horse,  some  day  in  the  future  agri¬ 
culture  and  the  nation  might  enter  on  the  high  road  of 
permanent  national  prosperity.  But  so  long  as  you  main¬ 
tain  your  present  attitude  of  mind,  that  day  will  never 
be  realized. 

The  foregoing  are  the  chief  lessons  one  may  learn  from 
a  study  of  the  relation  of  rural  credits  to  national  wel¬ 
fare.  They  are  equally  applicable  to  the  United  States 
and  the  Dominion  of  Canada.  If  the  burdens  of  debt 
and  of  taxation  should  be  diminished,  if  the  prices  of 
farm  products  should  become  more  closely  related  to 
the  prices  of  other  commodities,  and  if  farming  in  general 
can  thereby  be  made  more  profitable, — then  these  finan¬ 
cial  and  economic  improvements  would  indeed  forecast 
the  dawning  of  a  better  and  a  brighter  day  for  agricul¬ 
ture  in  both  of  the  great  democratic  countries  of  North 
America. 
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